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OVERVIEW

Governor Granholm on February 10, 2005, transmitted her fiscal year (FY) 2005-06 State Budget Message to the Legislature. The
Governor’s FY 2005-06 budget contains recommendations to provide for $40.5 billion of Adjusted Gross appropriations. Included in
this appropriation total are $12.8 billion of Federal funds, $18.4 billion of State Restricted funds, $425.4 million of local and private
funds, and $8.9 billion of General Fund/General Purpose (GF/GP) appropriations. Table 1 and Figure A provide summaries of the
overall makeup of the FY 2005-06 appropriations recommended by the Governor.

Tables 2-4 and Figures B-D provide department-by-department detail of the Governor’s appropriation requests for FY 2005-06
compared with FY 2004-05 year-to-date appropriations. The tables and figures present appropriation data in terms of Adjusted
Gross, State Spending from State Resources, and GF/GP appropriations. Adjusted Gross appropriations are defined as total
appropriations for each department less funds transferred in from other State departments. State Spending from State Resources
appropriations are defined as Adjusted Gross appropriations less Federal and local and private funds. General Fund/General
Purpose appropriations are the residual unrestricted portion of the budget over which the Governor and the Legislature have the
most flexibility in establishing appropriation policy. The Governor's budget proposes a 3.2% increase in Adjusted Gross
appropriations, a 4.2% increase in State Spending from State Resources appropriations, and a 0.3% increase in GF/GP
appropriations.

The Governor's Budget Message is developed based on the consensus revenue estimates agreed to on January 13, 2005. These
consensus revenue estimates are the basis for the appropriation and tax policy changes contained in the Governor's budget
recommendations. The FY 2005-06 GF/GP consensus revenue estimate represents a 3.6% increase from the FY 2004-05
consensus revenue estimate. The FY 2005-06 School Aid Fund consensus revenue estimate represents a 3.9% increase from the
FY 2004-05 consensus revenue estimate. The Governor’'s budget also contains several recommended tax policy changes that will
have an impact on the level of revenue available to support appropriations. These revenue adjustments include changes in the oll
and gas severance tax, the sales and use tax, the income tax, and the property tax. The consensus revenue estimate and the
proposed tax policy changes will be discussed in more detail in the Economic and Revenue Forecast section of this report.

In addition to the detailed revenue and appropriation recommendations for FY 2005-06, the Governor’'s State Budget Message also
includes adjustments to enacted FY 2004-05 appropriations to eliminate a projected deficit in the FY 2004-05 GF/GP budget. These
proposals to balance the FY 2004-05 GF/GP budget will be discussed in more detail in another part of this budget overview.



Table 1

FY 2005-06 Governor’'s Recommendation

By Source of Funds
(Actual Dollars)

Local & Other State

Department/Budget Area Adjusted Gross  Federal Funds Private Funds Restricted General Funds
AQGFCUIUIE e $102,735,700 $32,581,700 $138,700 $41,442,700 $28,572,600
Attorney General ........occccveviiviee i 52,521,000 8,799,400 0 11,011,400 32,710,200
Capital OULIaY .....cccovviieeiiiiie e 510,159,500 155,075,000 20,000,000 59,082,300 276,002,200
CiViIl RIGhES..ceiiiiiiie e 13,335,100 1,049,800 0 0 12,285,300
CiVil SEIVICE ...t 30,617,600 4,779,100 1,850,000 16,539,200 7,449,300
Community COllegeS ......cevvveeviiiiiiieieee e 281,327,400 0 0 0 281,327,400
Community Health...........cccccooiiis 10,206,397,800 5,467,496,800 294,900,900 1,523,360,600 2,920,639,500
COITECLIONS ..ot 1,882,598,800 10,316,800 411,700 66,590,000 1,805,280,300
Education........ccccoovieiiiiii e 125,141,800 67,519,400 6,342,600 23,188,200 28,091,600
Environmental Quality ..........cccceevviiieeeniieee e, 356,209,100 142,995,700 450,000 182,253,100 30,510,300
EXECULIVE ..eeeiiiiec e 5,205,500 0 0 0 5,205,500
Family Independence Agency........cccccoccuveeenne. 4,427,574,300 3,190,468,600 60,128,200 70,373,900 1,106,603,600
Higher Education ...........cccceevvcveeeiiiiee e 1,642,834,100 3,500,000 0 146,500,000 1,492,834,100
History, Arts, and Libraries............cccccovcvveennne. 56,029,200 8,218,300 577,400 4,082,700 43,150,800
Information Technology ........cccccoovviiiiiiieieeninns 0 0 0 0 0
JUAICIANY oo 255,165,300 3,933,900 4,308,500 86,935,000 159,987,900
Labor and Economic Growth.............ccceevveennee. 1,475,648,700 842,527,600 19,728,800 539,543,800 73,848,500
Legislature .........cooiieiiiiiie e 124,930,400 0 400,000 2,356,500 122,173,900
Management and Budget (Operations).............. 79,360,000 0 0 42,909,400 36,450,600
Military Affairs .......cccccevvieeine e, 115,851,700 49,537,200 1,355,800 26,610,500 38,348,200
Natural RESOUICES........cveveiviiiee e 267,477,900 38,790,200 2,090,100 200,064,300 26,533,300
SChOOL A ..eeeeiiiiie e 12,809,269,100 1,374,074,500 0 11,414,994,600 20,200,000
STALE vevee it 176,885,700 2,333,300 100 160,287,200 14,265,100
State POlICE ...ocvvveeeciiiie e 523,345,200 170,821,000 5,609,100 107,946,900 238,968,200
Transportation ..........cccceveeviveeeeiiieeessieeessieeeens 3,417,708,500 1,207,642,100 6,100,000 2,203,966,400 0
Treasury (Debt Service) ......ccccccvviiieiieiieninnnns 89,001,400 0 0 36,114,500 52,886,900
Treasury (Operations) ......ccccceeeevvevveeeeeeeesssnnnnnns 373,427,100 35,405,400 1,025,400 284,369,500 52,626,800
Treasury (Revenue Sharing) ........cccceeeveeeveinnee. 1,121,312,000 0 0 1,121,100,000 212,000
Contract and IT Purchase Reductions .............. (32,100,000) 0 0 0 (32,100,000)
Total Appropriations .......cccccevvcveeeviciinessinnnnnn, $40,489,969,900 $12,817,865,800 $425,417,300 $18,371,622,700 $8,875,064,100




Figure A

Appropriations by Source of Funds
FY 2005-06 Governor's Recommendation

General Fund/General Purpose

Federal

State Restricted

Local & Private

Total = $ 40,489,969,900 I




Table 2

Adjusted Gross Appropriations
FY 2004-05 Versus Governor’'s Recommendation
(Actual Dollars)

FY 2004-05 FY 2005-06
Year-to-Date Governor’s
Department/Budget Area Appropriations Recommendation  Dollar Difference Percent Change
AGFICUIUIE ittt $115,299,600 $102,735,700 ($12,563,900) (10.9)%
ALOrNEY GENETAl .....eviiiiiiieiiiie e 50,290,200 52,521,000 2,230,800 4.4
Capital OULIAY .....ceeiiiiiee i 250,989,800 510,159,500 259,169,700 103.3
CiVIl RIGNTS..ciiiiiiie e 12,693,000 13,335,100 642,100 5.1
CiIVIl SEIVICE ...t 29,775,800 30,617,600 841,800 2.8
Community COlEGES .....uvvvveeeeiiiiiiieieee e 294,268,200 281,327,400 (12,940,800) (4.4)
Community Health ... 10,103,162,800 10,206,397,800 103,235,000 1.0
COITECLIONS ..ot 1,782,818,400 1,882,598,800 99,780,400 5.6
|10 (U o= L1 [0 ] ISR 112,476,900 125,141,800 12,664,900 11.3
Environmental QUality .........cccuveeiieiiiiiiiie e, 326,306,300 356,209,100 29,902,800 9.2
EXECULIVE 1.eeiiiiiiie ettt et 5,205,500 5,205,500 0 0.0
Family Independence AQENCY .......ccooviuieieeiieeiiiiiiiieeeaeennn 4,297,056,900 4,427,574,300 130,517,400 3.0
Higher EdUCAtION .........cocvvieiiiiie e 1,733,158,700 1,642,834,100 (90,324,600) (5.2)
History, Arts, and Libraries .........ccccccoviiiiiiiiie e 56,944,600 56,029,200 (915,400) (1.6)
Information Technology ......ccccceveeviicciiiiiee e 0 0 0 0.0
JUAICIANY it 248,583,200 255,165,300 6,582,100 2.6
Labor and Economic Growth ..........cccccovveeeiviiineiniiee e, 1,241,350,400 1,475,648,700 234,298,300 18.9
[T T = LU (PR 124,930,400 124,930,400 0 0.0
Management and Budget (Operations) ............ccecvvveveeenn. 70,334,900 79,360,000 9,025,100 12.8
Military AffairS .......ocoeeeiiiie e 109,670,900 115,851,700 6,180,800 5.6
Natural RESOUICES.....ccciiiiiiiiiiiiiiiee et 260,806,700 267,477,900 6,671,200 2.6
S Yod T Lo I 2N o PP PPRURP 12,527,440,100 12,809,269,100 281,829,000 2.2
STALE reeee ittt e e 167,179,500 176,885,700 9,706,200 5.8
State PONCE ..ooivveiee it 455,929,100 523,345,200 67,416,100 14.8
TranSPOrtatioN .........cocveeeeiiieeeeiiieee e e e e see e e sneeeee s 3,279,058,100 3,417,708,500 138,650,400 4.2
Treasury (Debt SErVICE) ......vvveeiiiiiiiiiiieee e 81,450,400 89,001,400 7,551,000 9.3
Treasury (OPerations) .........eeeeeevieciuvieereeesniiiireereeeeesesnnneens 354,902,400 373,427,100 18,524,700 5.2
Treasury (Revenue Sharing) ........ccccceeeeeeesicciinneeeeesesienene, 1,144,610,800 1,121,312,000 (23,298,800) (2.0)
Contract and IT Purchase Reductions ...........ccccccoeecuvvnneen. 0 (32,100,000) (32,100,000) 0.0
Total APPropriations .....ccceeeeiiiiieeiiiiiieiiiieessieeeesiineens $39,236,693,600 $40,489,969,900 $1,253,276,300 3.2%




Figure B

Adjusted Gross
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Total = $ 40,489,969,900 I




Table 3

State Spending from State Resources
FY 2004-05 Versus Governor’'s Recommendation

(Actual Dollars)

FY 2004-05 FY 2005-06
Year-to-Date Governor’s
Department/Budget Area Appropriations Recommendation  Dollar Difference Percent Change
AGFICUIUIE ittt $81,684,700 $70,015,300 ($11,669,400) (14.3)%
ALOrNEY GENETAl .....eviiiiiiieiiiie e 41,988,900 43,721,600 1,732,700 4.1
Capital OULIAY .....ceeiiiiiee i 250,989,800 335,084,500 84,094,700 33.5
CiVIl RIGNTS..ciiiiiiie e 11,759,000 12,285,300 526,300 4.5
CiIVIl SEIVICE ...t 23,146,700 23,988,500 841,800 3.6
Community COlEGES .....uvvvveeeeiiiiiiieieee e 294,268,200 281,327,400 (12,940,800) (4.4)
Community Health ... 4,021,705,300 4,444,000,100 422,294,800 10.5
COITECLIONS ..ot 1,774,236,700 1,871,870,300 97,633,600 55
|10 (U o= L1 [0 ] ISR 45,864,700 51,279,800 5,415,100 11.8
Environmental QUality ..........cooveeiviiiee e 192,093,600 212,763,400 20,669,800 10.8
EXECULIVE 1.eeiiiiiiie ettt et 5,205,500 5,205,500 0 0.0
Family Independence AQENCY .......ccooviuieieeiieeiiiiiiiieeeaeennn 1,180,004,200 1,176,977,500 (3,026,700) (0.3)
Higher EdUCAtION .........cocvvieiiiiie e 1,728,658,700 1,639,334,100 (89,324,600) (5.2)
History, Arts, and Libraries .........ccccccoviiiiiiiiie e 48,215,900 47,233,500 (982,400) (2.0)
Information Technology ......ccccceveeviicciiiiiee e 0 0 0 0.0
JUAICIANY it 240,427,000 246,922,900 6,495,900 2.7
Labor and Economic Growth ..........cccccovveeeiviiineiniiee e, 385,038,600 613,392,300 228,353,700 59.3
[T T = LU (PR 124,530,400 124,530,400 0 0.0
Management and Budget (Operations) ............ccecvvveveeenn. 69,890,300 79,360,000 9,469,700 135
Military AffairS .......ocoeeeiiiie e 62,970,500 64,958,700 1,988,200 3.2
Natural RESOUICES........uuiiiiiiei e 221,587,200 226,597,600 5,010,400 2.3
S Yod T Lo I 2N o PP PPRURP 11,173,900,000 11,435,194,600 261,294,600 2.3
STALE reeee ittt e e 165,788,400 174,552,300 8,763,900 5.3
State PONCE ..ooivveiee it 344,982,200 346,915,100 1,932,900 0.6
TranSPOrtatioN .........cocveeeeiiieeeeiiieee e e e e see e e sneeeee s 2,140,556,900 2,203,966,400 63,409,500 3.0
Treasury (Debt SErVICE) ......vvveeiiiiiiiiiiieee e 81,450,400 89,001,400 7,551,000 9.3
Treasury (OPerations) .........eeeeeevieciuvieereeesniiiireereeeeesesnnneens 319,256,300 336,996,300 17,740,000 5.6
Treasury (Revenue Sharing) ........ccccceeeeeeesicciinneeeeesesienene, 1,126,742,300 1,121,312,000 (5,430,300) (0.5)
Contract and IT Purchase Reductions ...........ccccccoeecuvvnneen. 0 (32,100,000) (32,100,000) 0.0
Total APPropriations .....ccceeeeiiiiieeiiiiiieiiiieessieeeesiineens $26,156,942,400 $27,246,686,800 $1,089,744,400 4.2%




Figure C

State Spending from State Resources
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Table 4

General Fund/General Purpose
FY 2004-05 Versus Governor's Recommendation

(Actual Dollars)

FY 2004-05 FY 2005-06
Year-to-Date Governor’s
Department/Budget Area Appropriations Recommendation  Dollar Difference Percent Change
AGFICUIUIE ittt $30,091,400 $28,572,600 ($1,518,800) (5.0)%
ALOrNEY GENETAl .....eviiiiiiieiiiie e 31,503,900 32,710,200 1,206,300 3.8
Capital OULIAY .....ceeiiiiiee i 243,194,800 276,002,200 32,807,400 13.5
CiVIl RIGNTS..ciiiiiiie e 11,759,000 12,285,300 526,300 4.5
CiIVIl SEIVICE ...t 7,672,100 7,449,300 (222,800) (2.9)
Community COlEGES .....uvvvveeeeiiiiiiieieee e 294,268,200 281,327,400 (12,940,800) (4.4)
Community Health ... 2,557,860,600 2,920,639,500 362,778,900 14.2
COITECLIONS ..ot 1,708,161,100 1,805,280,300 97,119,200 5.7
|10 (U o= L1 [0 ] ISR 26,394,700 28,091,600 1,696,900 6.4
Environmental QUality .........cccuveeiieiiiiiiiie e, 28,671,800 30,510,300 1,838,500 6.4
EXECULIVE 1.eeiiiiiiie ettt et 5,205,500 5,205,500 0 0.0
Family Independence AQENCY .......ccooviuieieeiieeiiiiiiiieeeaeennn 1,109,682,800 1,106,603,600 (3,079,200) (0.3)
Higher EdUCAtION .........cocvvieiiiiie e 1,643,508,700 1,492,834,100 (150,674,600) (9.2)
History, Arts, and Libraries .........ccccccoviiiiiiiiie e 45,803,500 43,150,800 (2,652,700) (5.8)
Information Technology ......ccccceveeviicciiiiiee e 0 0 0 0.0
JUAICIANY it 158,093,300 159,987,900 1,894,600 1.2
Labor and Economic Growth...........cccccvvevvvreiiiiiiiieeneeennn 94,538,000 73,848,500 (20,689,500) (21.9)
[T T = LU (PR 122,173,900 122,173,900 0 0.0
Management and Budget (Operations) ............ccecvvveveeenn. 36,684,200 36,450,600 (233,600) (0.6)
Military AffairS .......ocoeeeiiiie e 37,370,700 38,348,200 977,500 2.6
Natural Resources (Operations).........cccuueeveeeieiiiiieieeeenennne 28,885,000 26,533,300 (2,351,700) (8.1)
S Yod T Lo I 2N o PP PPRURP 264,700,000 20,200,000 (244,500,000) (92.4)
STALE reeee ittt e e 23,909,900 14,265,100 (9,644,800) (40.3)
State PONCE ..ooivveiee it 244,380,200 238,968,200 (5,412,000) (2.2)
TranSPOIrtaAtioN .........coiiiiiiiiiiieie et 0 0 0 0.0
Treasury (Debt SErVICE) ......vvveeiiiiiiiiiiieee e 42,448,600 52,886,900 10,438,300 24.6
Treasury (OPerations) .........eeeeeevieciuvieereeesniiiireereeeeesesnnneens 53,262,500 52,626,800 (635,700) (1.2)
Treasury (Revenue Sharing) ........cccccveevreeeiiiiiinnneeee s 442,300 212,000 (230,300) (52.1)
Contract and IT Purchase Reductions ...........ccccccoeecuvvnneen. 0 (32,100,000) (32,100,000) 0.0
Total APPropriations .....cccceeeivivieeiiiiiieesiiiieessiieeessiieeeans $8,850,666,700 $8,875,064,100 $24,397,400 0.3%




Figure D

General Fund/General Purpose
FY 2005-06 Governor's Recommendation
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Summary of Major Changes for FY 2005-06

The Governor's FY 2005-06 budget proposal marks the third State budget that Governor Granholm has transmitted to the
Legislature. The Governor’'s budget proposal contains revenue increases from proposed tax policy changes, fee increases,
appropriation increases to cover projected State expenditures, appropriation reductions for existing State programs, and assumptions
concerning the level of Federal funds to be available to support appropriations in the budget.

As previously stated, the Governor’s FY 2005-06 budget recommendation is built on assumptions as to the level of revenue available
to support appropriations. Table 5 provides a summary of the amount of total GF/GP revenue that will be available to support FY
2005-06 GF/GP appropriations. Total FY 2005-06 GF/GP revenue assumed in the Governor’s budget equals $8.88 billion. This
revenue total includes $8.16 billion of consensus revenue and $608.4 million of enacted revenue adjustments not included in the
consensus revenue estimate. These enacted revenue adjustments include adjustments to revenue sharing payments to cities,
villages, townships, and counties, caps on interfund borrowing costs, and assumptions concerning the use of a pharmaceutical tax
credit. The Governor’s budget also includes $114.2 million of other proposed revenue adjustments that will have an impact on the
level of GF/GP revenue. These include revenue from the sale of surplus State property, increased escheats revenue from
enforcement of escheat laws, revenue from tax policy changes, fund transfers from the Agriculture Equine Industry Development
Fund, fund transfers from the Comprehensive Transportation Fund, and revenue from a liquor license fee increase.

Table 6 provides a comparison of the Governor’s recommended level of FY 2005-06 appropriations with the year-to-date level of FY
2004-05 GF/GP appropriations. The Governor’'s recommendation represents a $24.4 million increase in GF/GP appropriations.
Table 6 provides a high-level summary of the three approaches recommended by the Governor that lead to this increase in overall
GF/GP appropriations. The $24.4 million of appropriation increases consists of $474.7 million of GF/GP appropriation increases,
$635.4 million of GF/GP appropriation reductions, and $185.1 million of GF/GP funding increases from fund shifts that do not affect
the overall level of State programs.

Table 7 provides a summary of the $474.7 million of GF/GP appropriation increases included in the FY 2005-06 budget
recommendation. These appropriation increases can be grouped into three broad categories. First are increases dealing with
caseload and general cost adjustments. Included in this group are funding increases in the State Medicaid program, Corrections
funding increases, and Family Independence Agency caseload adjustments. The second broad type of funding increase is debt
service requirements on bonds issued by the State Building Authority and General Obligation bonds. The final category of
appropriation increases involves costs associated with the funding of State employees. This includes funding for the elimination of
prior employee concessions, health insurance cost increases, and pension cost increases. The Governor’s budget recommendation
does not include increased funding for the pay increases State classified employees will receive next year based on negotiated
contracts. The State departments will absorb the cost of these salary adjustments out of existing resources.
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Table 5

Governor’s FY 2005-06 State Budget
Proposed General Fund/General Purpose
Revenue Available to Support Appropriations
(Millions of Dollars)

Revenue:
Consensus ReVENUE ESHMEALE .....ccoiiiiiiiiiiiii et $8,156.2
Enacted Revenue Adjustments:
ReVENUE ShariNg FrEEZE ..ottt r e e e e e 396.1
County Revenue Sharing SUSPENSION ........oiiuuiiiiieieee it riieree e eireeee e e 182.3
Cap on Interfund BOITOWING RAES .....cciiiiiiiiiiiiiiii e 20.0
Nonuse of SBT Pharmaceutical Credit ...........cccoiiiiiiiiiiiiiiiiiie e 10.0
Subtotal Enacted Revenue AdjUSIMENTS ... 608.4
Subtotal Current LaW REVENUE............uiiiiiiiiiiieii ettt e e e e e e $8,764.6
Proposed Revenue Adjustments:
= g0 IS T: 1T PP OPPPPRRTPRRN 10.0
Enhanced Escheats Enforcement REVENUE ..........ccueiiiiiiiei it 10.0
L= D o] [0V O g - g T [ 64.0
Agriculture Equine Industry Development Fund Transfer........ccccccvvviciviieeee s, 6.1
Comprehensive Transportation Fund Transfer.........cccoovvie e 11.1
LiQUOT LICENSE FEE INCIEASE. .. uuvieiiiieii ittt e e e e e e sttt e e e e e s st ee e e e e e s et e e e e e e e e e nnnraneneeees 13.0
Subtotal Governor's Recommended Revenue AdjuStmENtS ..........cuvveeeieeeiiiiiiiiieneeeeee $114.2
Total EStiMated REVENUE ........ccuiiiiieiiie ittt ce et s et e stve e e sireesteeentaeesbeaesaneens $8,878.8
Table 6

Governor’s FY 2005-06 Appropriation Recommendations
Major Proposed Changes from FY 2004-05 Year-to-Date
General Fund/General Purpose Appropriations
(Millions of Dollars)

FY 2004-05 Year-to-Date ApPropriationS.........cccicccuvieeeieeeiniiiiiieeeeeessssineereeeeesenenes $8,850.7
FY 2005-06 Governor’s Appropriation Recommendations ............cccccevvveeeeinieeeenne 8,875.1
Net Increase in APPrOPrIALIONS .......cueiie ittt $24.4
Total FUNAING INCIEASES ......vveiie ittt e e $474.7
Total FUNAING REAUCTIONS. .....ciiiiiiiiii it (635.4)
Total FUNG SHIftS ...oeiiieicic e 185.1

Total GF/GP FUNAING Change...........cccuviiiiiiiiiiiiiii et $24.4
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Table 7

FY 2005-06 Governor's Recommendation
GF/GP Major Funding Increases
(Millions of Dollars)

Department/Program

Capital Outlay

State Building Authority Debt Service Payments ... $31.0
Community Health

Medicaid Caseload/Utilization/INflation ............ccceoeiiiiiiiiiiiieee e 214.3
Corrections

NEW BEAS ...ttt ettt e e e st e e e as 14.4

Prisoner Re-entry Pilot Program .........oo i 5.0

Prisoner Re-entry for Mentally Il PrISONEIS .........oooiiiiiiiiiiiiiieiee e 3.0

Programs for LOCAI JAIIS........ooiuuiiiiiieeee e a e 4.0

Community COIreCtioNS PrOGramMS ......cceiiiuiiiiiiiee ettt ee e et e e e e st e e e e e e nnneeees 3.0

Full-Year Costs of FY 2004-05 PriSON BEAS ........ccoiuiiiiiiiiiieiiiiie e 3.9

Staff Seniority SIEP INCrEASES......oi e a e e 8.1

Substance Abuse Testing and TreatMent............cooovi i 2.0
Education

School Breakfast Program ...ttt a e 1.6
Family Independence Agency

Net Caseload FUNAING INCIEASES .......coui ittt 8.2

Information Technology Initiatives for CasSeWOrkers ............ooouuvieeiiaeiiiiiiiiieee e 8.5
Judiciary

JUAGES SAIATIES ...ttt e e e et e e e e e eanb e e e e e e as 0.4
Treasury - Debt Service

General Obligation Bond Debt Service ... 7.6
Departmentwide Economic Issues:
Elimination of FY 2004-05 EMpIoyee CONCESSIONS ....ccccoiiiiiiiiiiiiieaaiaiiiiiieee e e e e siieieeeaaa e 76.3
Employee INSUranCe COSE INCIEASES. ......uuuiiiiaaiiiiiiiiee ettt e e e e e e e e e e e e e eaes 375
Employee Retirement COSt INCIEASES .....uuuiiiiiiiiiiiiiieeie ettt e e e e e eibe e e e e e e e eaees 44.3
Worker's Compensation Cost AdjUSIMENTS..........eeiiiiiiiiiei e (2.5)
BUilding OCCUPANCY CRAIGES ....cciiiiiiiiitiiiiee ettt e e e et e e e e e e s abbbreeeaaeeeeaes 4.1
Total FUNAING INCIEASES ...eeeeiiiiiiieeee e e e e ettt e e e e ettt e e e e e et e e e e e s s e nt et e e e e e e e annnrerneeeeas $474.4




Table 8 provides a summary of the $635.4 million of GF/GP appropriation reductions recommended in the FY 2005-06 budget. The
largest appropriation reduction is a $244.5 million reduction in the level of GF/GP appropriations transferred to the School Aid Fund.
Other major appropriation reductions include the elimination of private tuition grants in the Higher Education budget, a 4.0%
reduction to Medicaid providers, savings from reductions in the level of State contracts, and numerous other funding reductions.

Table 8
FY 2005-06 Governor's Recommendation
GF/GP Major Funding Reductions
(Millions of Dollars)
Community Colleges
Continuation of 1.76% Executive Order 2005-03 ReAUCLION .......ovvveeeiieeeeeeeeeeeeeeee e $(4.9)
Elimination of FY 2004-05 One-Time FUNAING ......cuvviiiieiiiiiiiiiece e (8.5)
Community Health
Medicaid Providers (4.0% REAUCHION) ........cuiieiiiiiiiiiiee et e e e e e e e e (63.5)
Local Public Health Vision and Hearing SCre€ninNg ..........cccuvvvieeeeiiiiiiiiiiee e eeiiirieee e e e es s (5.2)
Medicaid (Freeze Enrollment for 19- and 20-Year-Olds)........cccccceviiiiiiieeee e (2.2)
Medicaid (Eliminate Retroactive BENEfitS).........ccuuviiiieeiiiiiiiiiiiie e (12.3)
Medicaid (Reduce Benefits for 19- and 20-Year-Olds and Caretaker Relatives).................. (2.8)
Medicaid (Eliminate ChirOpractiC SEIVICES) .......cuuuriiieeieiiiiiiiiee e e e esciirer e e e e e e s e e e e e s snneneees (0.6)
Medicaid (Change Asset Requirements for Nursing Home Residents)...........cccccvveeeeeecivnnee, (8.0
Medicaid (Institute an Estate RECOVEINY Program) ..........cccoccurriiieeeeiiiiiiieeeeeeesssiireeesseeessnnnns (4.3)
Office of Services to the Aging Program RedUCLIONS .........ccccoviiiiiiiiiieeeeiiiiiiiiee e (1.5)
Corrections
FACIHTY CIOSUIES .. .uiiiiiiie ettt ettt e e e e e e e e et e e e e e e e e s taaaeeaaeeeeasssaaneeeaeeeennnnnenes (25.5)
Elimination of Conditional Reintegration Program............ccccuvvvieeeeiiiiiiiieee e sssinneeee e e e e (3.7
Reduction of Community Residential ProgramsS...........cccoceuuiiiieieeeiiiiiiiiee e essinreeeee e e e s (3.1)
Decrease in Security Levels at Five Facilities ...........ccoeeiiiiiiiiieie e (2.9)
Various Other CorreCtioNS REAUCLIONS .........iiiiee e et e e e e (6.0)
Family Independence Agency
Indigent Burial 4% REAUCTION .........cciiiiiiiiiiee ettt e e e e st e e e e e e s e e e e e e e e snaaaeeeeeeeesnnnnnnes 0.2)
Day Care 30-Day Waiting Period for New ENrollees..........cccvveeeeeeiiiiiiiieee e (10.0)
[ ToT=T g ][ To [ O 01 OSSR PRPR (2.0
Juvenile Justice State FaCilitieS EffiCIENCIES. .......i it (3.8)
Foster Care EXpense EffiCIBNCIES .......c..uvviiiiie e e e (5.0
Higher Education
Continuation of 1.76% Executive Order 2005-03 ReAUCLION ......ovvveeeeieeeee e (27.6)
Elimination of CMU National Charter School INStitute Grant...........cooeeueieeeeeeeieeeeeeeeeennn. (0.5)
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Table 8 (continued)

FY 2005-06 Governor’s Recommendation
GF/GP Major Funding Reductions
(Millions of Dollars)

Higher Education (continued)

Elimination of Tuition Grant Program for Private Colleges.............c.ccccooveiiiiiiiiiiiicicee, (61.8)

Reduction of MSU Agricultural Experiment Station by 1096 ...........ccovvvivieeeeiiniiiiiieee e (3.3)

Reduction of MSU Cooperative Extension Service by 23.4% ...........cccooevviiiiiiiiicicene, 6.7

Elimination of One-Time FY 2004-05 FUNding ..........cccooiiiiiiiiiiiicicccee (43.0)
History, Arts, and Libraries

Elimination of Library Preservation Projects.............ccoccoviiiiiiiiiiiiiiccce (1.0)

Reduction of Arts and Cultural Grants Dy 3.8%...........cccoeriiiiiiiiiii (0.4)
Information Technology

Continuation of Reductions in Executive Order 2005-03............c.ccooiiiiiiiiiiiiicie, (8.1)

Other Statewide Information Technology Reductions .............c..ccoccoiiiiiiiiiiiici, (2.1)
Management and Budget

Unspecified Reductions in State CONMracts ...........c.ccceoveiiiiiiiiiiii e (30.0)
Military and Veterans Affairs

AIMOTY CIOSUIES......oiiiiiciicie e (0.3)
Natural Resources

Law Enforcement Programs............oooieiiiiiiiiiicnc e (1.0)
K-12 School Aid

Reduction of GF/GP Grant to School Aid Fund..............c.ccooiiiiiiii, (244.5)
State Police

Closure Of THree LOCAI POSES ........cuuviiiiiie ettt e e e e e e e e e anraeee s (1.1)

Fire Investigation Program REAUCLIONS ..........ccoiiiiuiiiiieieiiiiiiiiee e e e e e e e e e e e e e e e snennees (3.4)
Treasury - Operations

Personal Property TaxX AUGITOIS. .......coiiuuiiiieeeeeiiciiieee e e e e seireee e e e e e ssiaraaeaaeesasnnnaneeaaeeesnnnnnnees (2.5)
Other REAUCHIONS StAtEWITE. ... .cceeeeeeeee et e et e e et e e et e e et e e et e e e e e e eeaaeeeeanns (22.1)
Total FUNding REAUCTIONS ........ciiuiiiiiii e $(635.4)

Table 9 provides a summary of the funding shifts that are included in the GF/GP budget recommendations. These funding shifts do
not increase or decrease the overall level of any specific State program, but simply substitute GF/GP appropriations to offset the loss
of Federal or State Restricted funding or reduce GF/GP funding to offset increases in Federal or State Restricted funding. The
primary department affected by these fund shifts is the Department of Community Health. The State Medicaid program has
numerous instances in which Federal or State Restricted revenue has either increased or decreased from the prior-year level, forcing
adjustments in GF/GP appropriations. The net effect of these fund shifts is a $185.1 million increase in GF/GP appropriations.
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Table 9

FY 2005-06 Governor’'s Recommendation
Major Fee Increases/Funding Shifts to Increase/(Reduce) GF/GP
(Millions of Dollars)

Department/Program
Capital Outlay

State Agency Special Maintenance Fund Shift to GF/GP from State Restricted .......................
Community Health

Medicaid (Physician Quality Assessment to Offset GF/GP Funding).........cccccvveeeeiiiiiiiiineeeeennns

Medicaid (Federal Match Rate AdjUSIMENT) .......cccooiiiiiiiiieie e e

Medicaid (Shift from Tobacco Tax Funds to GF/GP FUNAiNg) .......ccceeeviiiiiiiieieeeiiiiiiiieeeee e e

Medicaid (Shift to GF/GP to Replace Loss of Federal FUNding) ..........coocvvvieeieeiiiiiiiiiieeee e

Medicaid (Various Other Shifts from GF/GP to State Restricted FUNding) ...........cccccvveeeeiiinnns

Community Mental Health Provider Assessment to Offset GF/GP Funding ...........cccccooevvvvneen..

Medicaid (Shift from Use of Merit and Tobacco Settlement to0 GF/GP).........cccccovvviviiveeeeeeiiinns
Environmental Quality

Fund Shift of State Revolving FUN Program...........cccuuviiiieeiiiiiiiiiiee e esireiee e e e e s ssnnneeeee e e essnnnns
Family Independence Agency

Fund Shift for Homeless Shelter CONIACTS .........cooiuiiiiiiiiie e

FOSter Care FUN Shift.........oiiiiiie ettt e et e e e enae e e e e neeeas

Child Care Support System Fund Shift ..........ccooiiiiiiiiie e
Higher Education

Funding Shift of WSU Psychiatric Research Program to Federal Funds.............cccoocvvviveeeennnns

Funding Shift of University of Detroit Dental Clinics to Federal Funds..............cccoccvvvvieieeiiiinn,
History, Arts, and Libraries

Mackinac Island State Park FEE INCIrEASE.........uuiiiuiiie ittt
Judiciary

Court Equity Fund Shift to State Restricted FUNING.........ccvvviieieeiiiieee e
Labor and Economic Growth

Funding Shift of Life Sciences Grants to Bond ProCeeds .........ccccveeeiiiiiiiiiieeeeeeiiiiiieee e
State

Fund Shift for Branch Offices to Restricted Transportation FUNAiNG..........cccceveeeviiiiiieeeeeeeeiinns
State Police

School Bus Inspections Charged to Local School DiStrictS..........ccuvvvieeiiiiciiiiiie e

Michigan Commission on Law Enforcement Standards Shift to State Restricted......................
Treasury - Debt Service

Quality of Life Bond Debt Service Fund Shift to0 GF/GP..........cccoiiiiiiiiiiiiiee e
Various Other Statewide FUNA ShiftS ..........oooiiiiii e
TOtAl FUNGA SITES ittt e st e st e s st e st e e st e s e e e e e e s e e e annreeas

$2.0

(40.0)
9.8
119.5
161.2

(33.0)

(35.0)
54.5
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FY 2004-05 Recommended Appropriation Adjustments

As previously mentioned, the Governor's FY 2005-06 State Budget Message includes a series of recommended adjustments to the
enacted FY 2004-05 budget. These adjustments are needed to eliminate an FY 2004-05 GF/GP budget deficit of $386.6 million.
This projected budget deficit results from current estimated revenues falling below the estimate on which the FY 2004-05 GF/GP
budget was based and appropriation adjustments since the original budget was enacted.

Table 10 provides a summary of the overall plan submitted by the Governor to eliminate this $386.6 million FY 2004-05 GF/GP
budget deficit. The Governor is recommending that the deficit be eliminated from a combination of GF/GP appropriation reductions
and revenue adjustments. The appropriation adjustments included in an Executive Order to reduce appropriations and a negative
supplemental appropriation bill total $305.3 million. The proposed revenue adjustments total $81.3 million. The largest of the
proposed revenue adjustments is a $73.8 million transfer from the Budget Stabilization Fund to the General Fund.

Table 10
Governor’s Proposal to Balance FY 2004-05
General Fund/General Purpose Budget
(Millions of Dollars)

Projected Year-ENd BalAnCe..........ccuiiiiiiiiiiiiiieee ettt e e e an e e s e e e e $(386.6)
Appropriation Reductions:

Executive Order 2005-03 Appropriation REAUCLIONS ...........cooiiiiiiiieee e 219.9

Negative Supplemental Appropriation ILEMS .........cccuiviiiiiiiiiiii e 85.4
0] o] (o] - | RO PP PP PUPPRRTTRR 305.3
Revenue Adjustments:

Withdrawal from Budget Stabilization FUN............cccuviiiie e 73.8

EScheats ENfOrCEMENT .......ooiiiiiii e 25

Professional Employer Organization Base Adjustment ...........ccccvvvveeeeiiiiinicee e 5.0
SUBLOTAL ... e ee e 81.3
Total Recommended Adjustments t0 BUAQEeL.........ccuveiiiiiiiiiiiiie e e e $386.6
Adjusted Year-ENd BalanCe........uuiiiiiiiiiiiiiiie i ccciiiiiee e e e e sttt e e e e e estaaeaaaeaaasnstraeaeaeesaanrennees $ 0.0

Table 11 provides a summary of the $219.9 million of FY 2004-05 appropriation reductions that are contained in the Governor’s
proposed Executive Order to reduce appropriations. The largest item in this set of appropriation reductions is a $99.5 million
reduction in the level of the GF/GP grant to the School Aid Fund. Other major reductions include departmental administrative
reductions and a $30.0 million reduction in the operational funding for universities and community colleges.

Table 12 provides a summary of the $85.4 million of appropriation reductions that are contained in the Governor’s proposed negative

supplemental appropriation bill. The largest of these reductions are a $25.9 million GF/GP fund shift in the Medicaid program and
$18.5 million of reductions from a Medicaid provider 4.0% reduction.
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Table 11

Governor’s Proposed FY 2004-05 Executive Order
Major Recommendations to Reduce GF/GP Appropriations
(Millions of Dollars)
K-12 School Aid (Reduce GF/GP Grant to School Aid Fund) ..........ccccovviveeiiiiieeiiiieeee $(99.5)
Departmental Administrative REAUCTIONS...........cooiiiiiieiiiiiee et (51.3)
Higher EJUCAtiON OPEIALIONS.......cciiuiiiiiiiiiee ettt e st e et e e sb e e s snre e e s sreeee e (25.1)
Community College OPEIatiONS ........c.uviieiiiiiieiiiiee ettt (4.9)
Agriculture Experiment Station (MSU) ReUCLION.........c.evveiiiiiiiiiiiieeeiiee e (0.8)
Cooperative Extension Service (MSU) ReAUCHION ..........coccuviiiiiiiiiiiiiiee e (1.6)
Family Independence Agency (Day Care Waiting Period) ..........ccoccoveiiiiieeniiiiee e (10.0)
Various GF/GP Reductions Offset with Federal and State Restricted Funding .............. (9.8)
Liquor Licensing and Enforcement Program ...........cccecoiiieeeiiiiiee e (1.0)
Various Departmental APPropriation LaPSES .......ccvveeeiiiiiieiiiiieeeiiie et (15.9)
Total Executive Order REAUCTIONS .......coiiiiiiiiiiiii ettt $(219.9)
Table 12

Governor’s Proposed FY 2004-05 Appropriation Reductions
Major Negative Supplemental Appropriations
(Millions of Dollars)

Negative Supplemental Appropriation Items
Medicaid (Offset GF/GP with Medicaid Benefits TrUSE FUNG) ......cooi ittt e e e e e e s eabbe e e e e e e e e e nneees $(25.9)
Medicaid (Reduce Certain Provider Rates by 4% to Hospitals, Nursing Homes, Physicians, and Other Providers)..........cc..cccccuueeee (18.5)
Higher Education (Fund Shift for University of Detroit Dental Clinic and Wayne State University Psychiatric Research and

LGl ol = o |- 10 1) [P PO PPTPPPTPP (10.2)
State (Fund Shift from GF/GP to Transportation Administration Collection Fund for Branch Office Operations) ...........ccccecvveeevninen, (10.0)
Medicaid (Fund Shift to Various Local and State Restricted REVENUE SOUIMCES).....ccciiiiiiiiiiiieaie ittt a e (7.2)
Medicaid (6.0% Provider Tax on Community Mental HEalt) ........... e (6.0)
Cancellation of Youth Correction FACIlity COMIACE.........ouiiii ittt e e e sttt e e s st e e e e s abb e e e e s sbbeeeesnbbeeeesanbeeas (5.9)
Agriculture (Fund Shift to Agriculture Equine Industry Development FUN) ..........oooiiiiiiiii e (0.7)
Corrections (Close Benton Harbor and Saginaw COrreCtiONS CENLEIS) .......uiiiiiiiiiiiiieiae ettt e e e e e sttt e e e e e e e sabbbbe e e e e e e e s annbereeeaaeeeaans (0.6)
Judiciary (Fund Shift Restricted REVENUE fOr GF/GP) ...ttt ettt e e e e e s st e e e e e e e s anbbab e e e e e e e s s annbrnneeaans (0.5)
L) N T A L= P PP PPPPP $(85.4)
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Federal Funds Assumptions

The recommended appropriation of $12.8 billion of Federal funds in the overall State budget is based on Federal budget policy
currently in place. The FY 2006 Federal budget is not likely to pass before October 1, 2005, and the Federal funding assumptions
used in the State budget assume that the level of Federal funds authorized in Michigan in FY 2005-06 will be equal to the level of
Federal funds received in FY 2004-05. The exceptions to this assumption involve Federal funds for matching programs that may be
growing or declining or the already known phase-out of existing Federal funds. As is typically the case with the State budget, after
the State’s fiscal year begins and the final action on the Federal budget is completed, significant adjustments likely will be made in
the level of Federal funds appropriated.

State Revenue Sharing

The Governor's FY 2005-06 budget recommendation contains a continuation of State revenue sharing appropriations to cities,
villages, and townships from the levels appropriated in FY 2004-05. State revenue sharing payments to cities, villages, and
townships will be frozen in FY 2005-06 at the appropriated FY 2004-05 levels. Counties will continue to make withdrawals from
special reserved funds in lieu of revenue sharing payments. The reserve funds were created and withdrawals authorized as part of a
phased-in shift in the collections date for county property tax collections.

General Budget Language

The budget includes several recommendations concerning standard budget boilerplate language. The budget continues past
practice of freezing classified State employment levels unless exceptions are granted by the State Budget Director. The
recommendation also includes language to provide for appropriations of unanticipated Federal, State Restricted, and Local and
Private funds through a contingency fund transfer process. This type of appropriation transfer was eliminated beginning in the FY
2003-04 appropriation bills.

Proposed Fee Increases
Table 13 provides a summary of the fee increases recommended in the Governor's FY 2005-06 budget message. The Governor is
recommending fee increases totaling $28.9 million. These fee increases include captive cerividae fees, environmental fees,

unspecified fee increases at the Mackinac Island State Park, school bus inspection fees, and criminal history fees. The largest fee
increase proposed in the budget is a $23.0 million increase from liquor license fees.

18



Table 13

FY 2005-06 Governor’s Proposed Fee Increases
(Actual Dollars)
Estimate of New
FY 2005-06
Department/Budget Area Type of Fee Revenue

Agriculture/Natural Resources Captive Cervidae Licensing and INSPection FEES..........cuuuevviveiiiiiiiiiiiiiee et $465,300
Environmental Quality WEIANA PrOtECHION FEES.....coveiieieie ettt et e e e e e e e e e e e e et reeeeb s 1,000,000
Inland Lakes and Streams FEES ........coiiiii ittt 1,000,000

Critical DUNe ManagemMeENt FEES .....coiiiiiiiiiiiiiiiie ettt e reer e e e e e e e 184,500

History, Arts, and Libraries Mackinac Island State Park, unspecified fee iNCrease .........ccccocccvveeeiiivciiiieeeee e 1,499,100
Labor and Economic Growth Liquor License Fee for Retail EstablisShments ..........ccccccccoiiiiiiiieee e 23,000,000
State Police SChOOI BUS INSPECHION FEES..... ettt e e s s bare e e e e e e e 1,238,100
Criminal History Name Check Fee for Nonprofit Associations ..........ccccccovvcivvieeeeeeennnns 500,000

TOtal RECOMMENUEU FEE INCIEASES ... ciivei ettt ettt ettt ettt et e e et e e et eat e e ettt s e s e et sete st s ee s e b s ees et sese st eeseraresesraes $28,887,000

Unclassified Salaries

The budget generally includes no funding increases for unclassified salaries above the amount appropriated in the current fiscal year.

State Classified Employee Funding Increases

On December 15, 2004, the Civil Service Commission approved a multiple-year collective bargaining agreement with State civil
service employees. The multiyear agreement covers salary adjustments for FY 2005-06, FY 2006-07, and FY 2007-08. The
Governor’'s budget includes the recommendation to the Legislature to approve the FY 2005-06 pay increases for State employees.
Under the terms of the collective bargaining agreement, State civil service employees would receive a 1.0% pay increase on
October 1, 2005, and an additional 1.0% pay increase on April 1, 2006. The estimated cost of this pay increase is $41.3 million.

The Governor’'s FY 2005-06 budget recommendation does not include the funding for these negotiated pay increases. State
departments would be forced to absorb the pay increase cost within existing appropriations. The Governor’'s budget does include
funding for the cost increase associated with health care and pension costs for State employees. In addition, the Governor’s budget
recommendation includes additional funding reflecting the elimination of employee concessions that were built into the FY 2004-05
budget, but will not be included in the FY 2005-06 budget. Table 14 provides a summary of the employee cost increases built into
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the FY 2005-06 budget recommendation. These employee cost increases total $299.2 million of Gross appropriations and
$155.6 million of GF/GP appropriations.

Table 14
Economic Costs Included in Governor’s
FY 2005-06 State Budget Recommendations
(Millions of Dollars)
Gross GF/IGP
Economic Adjustment Appropriations Appropriations
Elimination of FY 2004-05 Employee Concessions ............ $144.2 $76.3
Employee Insurance Cost INCreases ......cceevvveeeevveeevvvnnnnnnnn. 69.5 37.5
State Employee Retirement Cost Increases ....................... 90.2 44.3
Worker’'s Compensation Cost Adjustments...........ccccccc....... (4.7) (2.5)
Total Economic Adjustments ........ccccveeeeeiivieeecciieee e, $292.2 $155.6

Tobacco Settlement Appropriations

The Governor’s budget recommendation includes the appropriation of $288.9 million of tobacco settlement funds from the
Merit Award Trust Fund and the Tobacco Settlement Trust Fund. These tobacco settlement appropriations are summarized in
Table 15. The major change in tobacco settlement appropriations in FY 2005-06 compared with FY 2004-05 involves increased
funding for the Merit Award Scholarship program and reduced funding for the Medicaid program. The funding increase for the Merit
Award Scholarship program results from the appropriation of the full-year cost of the scholarships. Funding for the scholarship
during FY 2004-05 has been reduced due to changes in the accounting of the scholarships.

Program Transfers

The Governor’s budget recommendation includes transfers of funding for several programs from a department in which the funding
for the program was appropriated in FY 2004-05 to a new department in FY 2005-06. Table 16 provides a summary of these
program transfers. The largest program transfers recommended by the Governor are the movement of the Michigan State Fair from
the Department of Agriculture to the Department of Management and Budget and the movement of the funding of the Wayne State
University - Joseph Young Psychiatric Research Center and the University of Detroit - Mercy dental clinics from the Higher Education
appropriation bill to the Department of Community Health.
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Table 15

Tobacco Settlement Appropriations

(Actual Dollars)

Department/Program

FY 2004-05
Year-to-Date

Appropriations

FY 2005-06
Gov’s Rec.

Appropriations

Dollar Change

Merit Award Trust Fund
Community Health
Medicaid Base FuNding..........ccccceeviiiiiienneeienniiieeen.
Education
Michigan Education Assessment Program.................
Higher Education
Merit Award Scholarships........cccccccvvviiiieiiee i,
Tuition Incentive Program ..........ccccccvvvveeeeieiiivnnnenennn,
Nursing Scholarship Program ..........cccccecevveeiviiinnnnnn.
Operations FUNAING ..........coiiiiiiniiiiiieieee e
Treasury
Merit Award Board...........occcuuviieiiiiiniiiiiieeee e
Tuition Incentive Program Administration...................
Michigan Education Savings Program .......................
Information Technology..........ccccceiiiiiiiiiiiee,

Transfer to General Fund ...........cocovveniciin e,
Total Merit Award Trust Fund Appropriations ............

Tobacco Settlement Trust Fund

Attorney General

Legal SEIVICES .....uuviiiieeeiiciiieee e
Community Health

Senior Prescription Drug Program ............ccccveeeeeennn.

Nursing Home Personal Needs Allowance ................

Senior Respite Care ServiCes .......cooccvveeiiiiiiieeeeaeennne

Medicaid Base Funding ..........cccccceeviiviiieeneeeneiiiiiieeen.
Labor and Economic Growth

Life Sciences FUNAinNg .......ccccvvvvveeeiviiiiiieeec e

Transfer to General Fund ...........cocovveni i,
Total Tobacco Settlement Trust Fund Appropriations

Total Tobacco Settlement Appropriations...................

$110,675,000
13,685,200

61,400,000
10,250,000
4,000,000
9,500,000

1,580,400
385,100
1,000,000
393,000

5,250,000

$50,300,000
16,300,000

121,000,000
12,000,000
4,000,000
9,500,000

1,636,800
399,700
1,000,000
400,400

0

$(60,375,000)
2,614,800

59,600,000
1,750,000
0

0

56,400
14,600
0
7,400

(5,250,000)

$218,118,700

$216,536,900

$(1,581,800)

368,200 386,800 18,600
25,500,000 3,900,000 (21,600,000)
5,000,000 5,000,000 0
5,000,000 5,000,000 0
30,625,000 58,100,000 27,475,000
10,000,000 0 (10,000,000)
1,750,000 0 (1,750,000)
$78,243,200 $72,386,800 $(5,856,400)
$296,361,900 $288,923,700 $(7,438,200)
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Table 16

Summary of Program Transfers

FY 2004-05
Fund Transferred Fund FY 2005-06
From: Source Out To: Source Gov.’s Rec.
Agriculture
Michigan State Fair Gross $5,486,100 Management and Budget Gross $5,486,100
GF/GP 0 GF/GP 0
Michigan Agriculture Surplus System - Food Bank  Gross 630,500 Family Independence Agency Gross 630,500
GF/GP 630,500 GF/GP 630,500
Labor and Economic Growth
Volunteer Investment Grants Gross 250,000 Family Independence Agency Gross 250,000
GF/GP 250,000 GF/GP 250,000
Michigan Virtual University Gross 1,000,000 School Aid Gross 1,000,000
GF/GP 1,000,000 GF/GP 1,000,000
Higher Education
WSU - Joseph F. Young Psychiatric Research Gross 5,605,900 Community Health Gross 5,605,900
GF/GP 5,605,900 GF/GP 0
Dental Clinics - University of Detroit - Mercy Gross 4,547,000 Community Health Gross 4,547,000
GF/GP 4,547,000 GF/GP 0
State Police
Information Technology - four positions Gross 342,800 Information Technology Gross 342,800
GF/GP 342,800 GF/GP 342,800

Department/Budget Areas

Agriculture: The recommendation represents a 10.9% reduction in Adjusted Gross appropriations and a 5.0% reduction in GF/GP
appropriations. A portion of these reductions is attributable to the transfer of two programs from the budget, Michigan State Fair and
the Food Bank grant. The Michigan State Fair ($5.5 million Gross and $0 GF/GP) is transferred to the Department of Management
and Budget pursuant to Public Act 468 of 2004. The Michigan Agricultural Surplus System (MASS) program ($630,500 Gross and
GFI/GP) is transferred to the Family Independence Agency. Factoring out these transfers, the reductions to Adjusted Gross and
GF/GP appropriations are 5.6% and 3.0%, respectively. The Department expects about $1.8 million less from the Federal

government for its Emerald Ash Borer Program in FY 2005-06.
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Attorney General: Other than an increase of $240,000 in State Restricted revenue for 2.0 FTEs related to legal costs associated
with litigation involving tax reverted property, there are no major changes in this budget.

Capital Outlay: There are two major issues in the Governor's recommendation for Capital Outlay. The first is an authorization to
spend $100.0 million in State Building Authority (SBA) bond revenue for special maintenance projects at colleges and universities.
These funds would be reimbursed to institutions based on the proportion of their FY 2004-05 enacted appropriations for operations.
The size of the special maintenance awards would range from $742,900 at Lake Superior State University to $18,770,400 at the
University of Michigan - Ann Arbor, and from $123,800 at West Shore Community College to $1,787,000 at Macomb Community
College. The recommendation specifies that the projects would have to be contracted out, be limited to existing facilities, and be at
least $100,000 in scope at universities, and $10,000 in scope at community colleges. Projects would have to be completed by the
end of calendar 2007 to be eligible for reimbursement, and would be eligible retroactively to October 1, 2004. Debt service for the
$100.0 million authorization, once fully implemented, is estimated to be $10 million a year for 12 to 15 years.

The second major issue is the recommended increase of $25.0 million Gross and $31.0 million GF/GP for SBA rent (debt service) on
past construction projects. This 13.0% increase for rental payments is due to the financing of a humber of previously authorized
construction projects at colleges, universities, and State agencies. The State rents the facilities from the SBA, which uses the rental
money to pay off bonds sold to finance construction.

Civil Rights: The recommendation includes the elimination of the $99,900 Quality Control System. This program ensures the
development and implementation of a performance measurement system that measures cycle time quality, cost, and customer
satisfaction. Reductions to the Contact Management System Project ($80,000) and Office Services ($21,000) also are
recommended.

Civil Service: The recommendation includes the continuation of $229,300 in FY 2004-05 Executive Order reductions along with an
additional $494,400 in savings based on administrative efficiencies.

Community Colleges: The recommendation provides a continuation level of support for community college operations, assuming
adoption of a $4.9 million, or 1.76%, reduction to college operations in FY 2004-05. The recommendation indicates that this
reduction is to be offset by $32.8 million ($16.4 million in FY 2004-05 and $16.4 million in FY 2005-06) in special maintenance
funding appropriated in the capital outlay budget and financed through bonds issued by the State Building Authority. These funds
would be reimbursed to colleges based on their proportionate share of the FY 2004-05 enacted appropriations for operations.

Community Health (DCH): The recommendation includes a number of significant changes. Net GF/GP funding would increase by
$362.7 million. These changes include a large increase in the Medicaid base, a large GF/GP increase due to the continued phasing
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out of Medicaid special financing mechanisms, a series of fund source shifts, economics, program reductions, a humber of new
initiatives requiring State and/or Federal approval, and other changes. The Governor’s budget includes the following changes:
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Medicaid Base Funding. There is a $486.5 million Gross and $214.3 million GF/GP increase for the entire Medicaid base,
including Community Mental Health (CMH) and Children’'s Special Health Care Services (CSHCS). This increase is
predicated on an assumed FY 2005-06 Medicaid caseload of just over 1.5 million. The current caseload is just over
1.42 million and has increased by 350,000 over the last five years, so the base adjustment appears to be in line with the
caseload trend.

Medicaid Special Financing. The budget reflects the continued phase-out of so-called Medicaid special financing
mechanisms, with an increased cost of $211.2 million GF/GP. A new special financing proposal, projected to save
$50.0 million GF/GP, is discussed below.

Fund Source Adjustments. The recommendation reflects the change in the Federal Medicaid match rate from 56.71% to
56.59%, which will increase State GF/GP costs by $9.8 million. The budget also reflects the fact that $119.5 million of the
funding from the 2004 tobacco tax increase will no longer go to the Medicaid Benefits Trust Fund, but instead will go to the
State General Fund. The Governor replaces this Medicaid Benefits Trust Fund revenue with $119.5 million GF/GP for the
Medicaid budget.

Various shifts in Tobacco Settlement funding from Medicaid to other non-DCH programs would lead to a $54.5 million
increase in GF/GP appropriations. Finally, additional tobacco tax and other revenue recognized in the proposed FY 2004-05
supplemental would lead to $30.0 million of GF/GP savings.

Economics and Other Changes. Salary, wage, insurance, and retirement costs would increase by $30.3 million Gross and
$12.6 million GF/GP. Other changes not discussed here result in a cost increase of $4.0 million GF/GP.

After the items above are accounted for, funding for the FY 2005-06 DCH budget would increase by $586.1 million GF/GP.
The final budget is over $200.0 million GF/GP lower than this figure. The decreases necessary to reduce these GF/GP costs
are achieved through typical programmatic cuts as well as proposed GF/GP savings initiatives that will require Federal
waivers, Federal approval, and/or State statutory changes.

Program Reductions not Requiring Federal Approval or Statutory Changes. The proposed budget includes a number of
program reductions that could be achieved through approval of the budget, with no further action required.

The Governor has proposed a 4.0% cut in rates paid to most Medicaid providers, effective May 1, 2005. Medicaid payments
to hospitals, physicians, nursing homes, home health, and other providers would be reduced. Health Maintenance



Organizations (HMOs) and the pharmacy dispensing fee would not be cut. The full-year FY 2005-06 savings from these
reductions would be $145.9 million Gross and $63.5 million GF/GP.

The Governor also proposed eliminating Medicaid chiropractic services as a covered benefit, for savings of $600,000 GF/GP.
The Executive budget includes a change in Medicaid eligibility to close a loophole allowing annuities and other trusts to be
exempt from spend-down provisions. This would save $8.0 million GF/GP.

GF/GP_Savings Initiatives Requiring Further Federal and/or State Statutory Changes. A significant portion of the Governor's
FY 2005-06 recommendation relies on assumed changes in statutes to be passed by the Legislature as well as waivers and
plan amendment approvals by the Federal government. Some of these initiatives are more likely than others to receive the
necessary approval.

Estate Recovery. The recommendation assumes a $10.0 million Gross and $4.3 million GF/GP savings from implementation
of an estate recovery program. The estimated savings appear to be within reason if an authorizing statute is passed by the
Legislature and a program is implemented by October 1, 2005.

Physician QAAP. The recommendation includes a proposal for a provider tax, a Quality Assurance Assessment Program
(QAAP), on physician services. The budget detail reflects a provider tax, raising a little over $90.0 million in revenue. The
State would keep $40.0 million of that revenue to supplant GF/GP. The remaining revenue would be used to increase
Medicaid physician rates, resulting in a Medicaid increase of over $120.0 million. The net gain for physicians would be over
$30.0 million, although physicians that do not accept Medicaid patients would pay the tax but would not see any increased
revenue. Physicians with a very low Medicaid volume would pay the tax but likely would not get enough of a Medicaid
increase to make up for the lost revenue. On the other hand, physicians with anything above a minimal Medicaid volume
would see significant increases in revenue.

The proposal would require a statutory change by the Legislature as well as Federal approval. The U.S. Department of
Health and Human Services (HHS) has been looking more closely at QAAP proposals of late and while it would appear,
based on past experience, that a physician QAAP would meet Federal muster, there are proposals in President Bush’s
FY 2006 budget to crack down on such mechanisms (discussed below). As such, Federal approval cannot be assumed and,
in any event, may not occur in time for the start of FY 2005-06.

Iltems Requiring Federal Waivers or Other Federal Approval.

CMH QAAP. The Governor’s budget also includes a proposed QAAP on Community Mental Health Medicaid services, with
savings to the State of $35.0 million GF/GP. There is a loophole in Federal regulations allowing QAAPSs to be limited to
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Medicaid managed care entities. (Such a loophole does not exist for hospital, nursing home, physician, or other QAAPS.)
The administration proposes modeling a CMH QAAP on one recently approved by HHS for the State of Pennsylvania.

Assuming that the QAAP will be identical to the one in Pennsylvania, it is probable that approval would occur in due course.
It should be noted, however, that the administration is assuming a starting date of August 1, 2005, which may not be workable
given the time it takes for HHS to approve QAAP proposals. It also should be noted that the Bush administration’s FY 2006
budget proposes ending the “Medicaid HMO” loophole, which would make this proposal impossible to implement.

Changes in Medicaid Coverage and Eligibility. The recommendation includes assumed savings of $17.3 million GF/GP from
changes to Medicaid eligibility, which would require Federal waivers. The budget would freeze enroliment for the 19- and 20-
year-old eligibility group, thus eliminating coverage for this group over a two-year period as currently covered individuals turn
21 and lose eligibility. The budget also would limit benefits for the 19- and 20-year-olds as well as the optional caretaker
relative coverage group, with limitations on hospital days, limitations on the number of prescriptions per month, and
elimination of hearing, vision, speech, and physical therapy services. These changes would require a Federal waiver.

Furthermore, the State will seek a waiver to eliminate the three-month “lookback” period for newly eligible Medicaid
recipients. Medicaid covers medical bills for three months before the date of application once a person is ruled eligible, and a
waiver would be needed to eliminate the lookback period.

Family Planning Waiver. The recommendation includes a proposal to expand family planning coverage, at a 90% Federal
match, with an expectation that these services, which do not include abortion services, would lead to a decline in unplanned
pregnancies and childbirth costs. The budget assumes $7.8 million GF/GP savings. Federal approval for this type of waiver
has occurred in a number of other states and would likely occur in Michigan.

HMO Actuarial Soundness Waiver. The original assumption when the FY 2004-05 budget was approved was that there
would be a two-year 15% increase in Medicaid HMO rates, 7.5% each year, to meet new Federal requirements for actuarially
sound Medicaid HMO rates. The Governor's recommendation assumes approval of a waiver exempting the State from the
actuarial soundness requirement, thus averting the need for another 7.5% rate increase. |If this waiver is not approved, the
State would face at least a $50.0 million GF/GP cost increase.

Medicaid Special Financing. The recommendation includes a new special financing mechanism, involving assessments on
HMOs associated with public hospitals, with a payment to the hospitals by the State, projected to save $50.0 million GF/GP.
The State has been successful in getting new special financing mechanisms approved in the past, but will face a shortfall if
this mechanism is not approved by HHS.




Medicare Part D Costs. The Medicare drug benefit will take effect in 2006. The State will no longer directly pay for
pharmaceuticals used by dual eligible Medicare/Medicaid clients. Instead, the State will have to pay an estimated amount of
money based on actual past expenditure, updated by inflation factors. The Governor’s budget assumes that this will result in
no change in GF/GP costs for the State. It is possible that the cost update factors to be used by the Federal government will
exceed the actual cost increases faced by the State and thus will increase GF/GP costs.

Potential Changes Related to the Bush Administration FY 2005-06 Budget. The President’s proposed Federal budget would
eliminate the Medicaid HMO loophole. If approved, this would cost the State over $50.0 million GF/GP in the HMO line and
prevent the State from implementing a CMH QAAP, costing another $35.0 million GF/GP. Other QAAP mechanisms would
be phased down; the provider tax maximum would go from 6.0% to 3.0% over several years, starting in FY 2006-07. If
approved, this change would lead to either increased costs or rate cuts in the nursing home line item starting in FY 2006-07.
It also appears that the President’s budget would phase out more special financing mechanisms starting in FY 2006-07. This
would not affect FY 2005-06, but the Bush administration’s views as reflected in its FY 2006 budget proposal may lead to
more reluctance to approve such new mechanisms.

In summary, the Governor's recommendation for DCH includes a number of hard cuts to providers and recipients, and a number of
funding mechanisms that depend on further State and Federal approval. The Medicaid base reflects realistic caseload trend
assumptions, but the budget as a whole is heavily dependent on State statutory changes and approval of waiver and State Plan
amendments by the Federal government.

Corrections: The recommendation represents a Gross increase of 5.5% and a GF/GP increase of 5.7%. More than the entire
$97.5 million overall increase can be attributed to economics, including elimination of FY 2004-05 employee concessions savings,
insurance and retirement increases, and worker’'s compensation savings. Major program increases in the Department’s budget
recommendation include $15.0 million in new community and prisoner re-entry initiatives to control prison growth, almost $3.9 million
for the full-year costs of beds opened in FY 2004-05, over $8.0 million for salary step adjustments due to increasing staff seniority,
over $2.0 million in additional substance abuse testing and treatment funds, and other increases approximating $2.5 million. These
increases are offset by a net decrease of over $14.0 million due to facility closures, security level reductions, and an increase in the
number of beds in dorm cubicles; a total decrease of almost $9.8 million from Conditional Reintegration and Community Residential
Program funding; and other Department-wide consolidations, efficiencies, and reductions totaling nearly $11.0 million.

Education: The recommendation increases the budget by 11.3% Adjusted Gross and by 6.4% GF/GP. These percentages
translate to $11.6 million in additional funding, of which $6.7 million is Federal funding, $2.7 million is Merit Award Trust Fund, and
$1.7 million is GF/GP. Program increases include $7.1 million for testing ($2.6 million for costs of changing the High School MEAP to
a college entrance exam, $3.4 million for alternative assessments for disabled students, and $0.9 million additional Federal testing
funds), $1.6 million for School Breakfast, and $2.9 million for economic adjustments. Program eliminations include National Board
Certification Grants ($100,000) and Limited License to Instruct ($150,000).
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Environmental Quality: The recommendation represents a 9.2% increase in Adjusted Gross appropriations and a 6.4% increase in
GF/GP appropriations. Match funding for Federal dollars in State Revolving Fund loan programs is primarily responsible for the
increase in State GF/GP appropriations. One-day revenue bonds of $16.3 million were used instead of GF/GP in FY 2004-05 for the
State required match. Those revenue bond funds are not available at the same level for the next fiscal year and an appropriation of
$5.8 million is recommended for FY 2005-06 to partially restore the General Fund support for the program and allow the State to
accept the available Federal money.

An increase in State restricted funds results from a recommended appropriation of $22.0 million from the Refined Petroleum Fund for
the cleanup of petroleum-related leaking underground storage tanks. The Fund is supported with a 7/8 cent per gallon environmental
regulatory fee on refined petroleum products sold in the State. This appropriation would establish an annual level of funding for such
projects. It is subject to the recommendations of the Refined Petroleum Cleanup Advisory Council and the statutory implementation
of the program.

Executive Office: The recommendation maintains current-year funding.

Family Independence Agency: The recommendation increases Gross appropriations by $130.8 million while decreasing GF/GP
appropriations by $3.1 million. The funding increases include $136.2 million Gross and $8.4 million GF/GP for caseloads;
$5.5 million in new Federal funds for Weatherization, Nutrition Education, and Domestic Violence; the transfer of Food Bank
($630,500) and Volunteer Investment Grant ($250,000) funds from the Department of Agriculture and the Department of Labor and
Economic Growth, respectively; a $2.8 million fund shift to GF/GP in the Foster Care Program; and economic increases of
$56.5 million Gross and $19.7 million GF/GP.

Funding reductions and other savings in the recommendation include: a 10.0% reduction ($7.9 million Gross and $3.8 million
GF/GP) in Juvenile Justice facilities; a Day Care 30-day wait for new family reimbursement (included in EO 2005-03) for savings of
$21.0 million Gross and $10.0 million GF/GP; reductions of $3.9 million Gross and $2.2 million GF/GP in information technology
costs; and estimated savings of $12.8 million Gross and $5.0 million GF/GP due to program initiatives that may reduce Foster Care
caseloads.

Two new units, Community Action and Economic Opportunity, and Adult and Family Services, are developed by line item transfers
that eliminate the Family Independence Services Administration Unit and are intended to reflect actual departmental organization.
Adjustments of FTE positions include eliminating 14.0 field supervisory and 3.0 human resources employees due to consolidation
and centralization of administration functions.

Higher Education: The recommendation continues both the 1.76% across-the-board reduction for the 15 public universities and the
transfers of Wayne State University’s Psychiatric Research and Training Program and the University of Detroit - Mercy’'s Dental
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Clinics Grant to the Department of Community Health budget that were recommended for FY 2004-05. The recommendation
indicates that the 1.76% reduction is to be offset by $167.2 million ($83.6 million in FY 2004-05 and $83.6 million in FY 2005-06) in
special maintenance funding appropriated in the capital outlay budget and financed through bonds issued by the State Building
Authority. These funds would be reimbursed to universities based on their proportionate share of the FY 2004-05 enacted
appropriations for operations.

The FY 2005-06 budget eliminates funding of $500,000 for Central Michigan University’s National Charter Schools Institute and
$82,500 for annual Midwest Higher Education Compact dues. The FY 2005-06 budget continues the FY 2004-05 proposed
reductions of 2.5% and 5.8%, respectively, for the Agricultural Experiment Station (AES) and the Cooperative Extension Service
(CES). In addition, AES is reduced by another $2.5 million and CES by another $5.1 million, for a total reduction over two years of
$3.3 million or 10.0% for AES, and $6.7 million or 23.4% for CES.

The Governor once again recommends elimination of the Tuition Grant Program for financially needy students at Michigan’s
independent colleges and universities for savings of $61.8 million GF/GP. The Tuition Incentive Program (TIP) receives an increase
of $1.75 million from the Merit Award Trust Fund to fund an expanding caseload, and there is an additional $59.6 million from the
Merit Award Trust Fund for the Michigan Merit Award Program. The increase for the Merit Award Program is due primarily to the
expiration of a two-year accounting change that allowed the use of Merit Award Trust Fund dollars to balance the State budget.

The FY 2005-06 Merit Award Program recommendation of $121.0 million reflects payment for the second half of awards due to June
2004 high school graduates and the first half of awards for June 2005 high school graduates. The $121.0 million does not include
funding for the middle school awards. (Fiscal Year 2005-06 is the first year that students could be eligible for this extra award
ranging from $250 to $500 per qualified student.) The $121.0 million also does not include funding for any awards for students who
attend college outside the State of Michigan. The Governor also proposes the creation of a “new” Merit Scholarship beginning with
the high school graduating class of 2007. The new $4,000 Merit Scholarship would be awarded to students who successfully obtain
an associates degree or its equivalent or who earn junior status at a Michigan college or university. For students who receive Pell
grants, the new Merit Scholarship would make up the difference between their Federal grant and $4,000.

History, Arts, and Libraries. The recommendation decreases Gross appropriations by $904,700 or 1.6%. The proposal eliminates
GF/GP support of $1,499,100 for the Mackinac Island Park Commission, with the expectation that the Commission will increase or
create fees sufficient to offset the lost revenue. The recommendation eliminates several programs currently supported by GF/GP,
including Preservation and Access for Michigan Project, Book Distribution Centers, Lighthouse Preservation Grants, and two
historical grant programs; and there are administrative reductions of $891,100 GF/GP. Although Arts and Cultural Grants are
reduced by $442,900 GF/GP (3.8%), the recommendation includes a $300,000 GF/GP grant for the Detroit Public Library.

Information Technology (DIT): The recommendation includes funding increases for several information technology enhancements
including $1.52 million for the Human Resources Optimization Project. This project (total cost $4.5 million capitalized over three
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years) includes hardware, software, and development costs. The Human Resources Optimization Project was implemented in
FY 2004-05. It centralizes certain human resource functions (employee self-service, certain personnel transactions, etc.) and
consolidates and standardizes human resource transactions throughout State government. Fiscal Year 2004-05 savings from the
project totaled $2.0 million and projected savings for FY 2005-06 total $1.2 million. Through FY 2008-09 the project is estimated to
have cumulative savings of $25.0 million. Funding for the computer improvements for the Family Independence Agency (FIA)
includes $5.5 million for an Integrated Service Delivery Project and $3.0 million for a Caseworker Relief Project. Both projects are
expected to reduce the need for additional FIA staff.

The DIT budget also includes over $10.0 million in reductions based on consulting savings, maintaining vacancies, delaying
replacement of aging servers, reducing CSS&M, delaying application maintenance, eliminating certain positions, and sharing server
space.

Judiciary: The recommendation represents a Gross increase of 1.8% and a GF/GP increase of 1.2%. It includes both spending
increases and GF/GP offsets in drug courts, the State Court Administrative Office, Indigent Civil Legal Assistance, and Trial Court
Reimbursements due to increasing collections of court fee revenue. Past statutory changes in the number of judgeships, the
conversion of part-time probate judges to full-time, and the addition of new judges to the defined contribution retirement system
combine to require additional expenditure in judges’ compensation. Major program reductions are related to the loss of Federal
funds, most of which supported the implementation of the statewide judicial telecommunications network scheduled for completion
this year. Finally, increases in employee economics make up the greatest portion of the overall changes to the Judiciary budget.

Labor and Economic Growth: The recommendation increases appropriations by 18.9% while decreasing GF/GP funding by
21.9%. The major increase in the budget is the proposed Michigan 21%' Century Jobs Initiative which, if approved by the voters,
would provide $200.0 million in bond proceeds annually beginning in FY 2005-06 for research, development, and commercialization
programs in advanced automotive technology, advanced materials and manufacturing, alternative energy, life sciences, and
homeland security. This would replace the Technology Tri-Corridor Program, reducing GF/GP funding by $20.0 million and Tobacco
Settlement funds by $10.0 million.

Another major change is in the Low Income and Energy Efficiency Fund grants, which would increase by $15.0 million. The
proposed increase in liquor license fees would increase liquor license fee revenue by $23.0 million, financing increases in Liquor Law
Enforcement Grants. It also would replace Liquor Purchase Revolving Fund money to allow a lapse to the State General Fund of
approximately $13.1 million. The Liquor Purchase Revolving Fund would be used to increase Fire Protection Grants by $3,710,500.

Increased personnel are proposed for the Office of Financial and Insurance Services, boiler inspections, and elevator inspections —
all paid from State restricted funds. Increased Federal funds are available as follows: $10.0 million for Payments on Behalf of
Tenants for the Michigan State Housing Development Authority, $4.0 million for Remonumentation Grants, $3.0 million for Adult
Basic Education, $2.13 million for the Office of Workforce Development, and $1.0 million for the Energy Office.
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Legislature: The recommendation maintains the current year level of funding.

Management and Budget (DMB): The most significant increase is funding for a new Purchasing/Procurement System. The
System would provide for an online statewide marketplace, provide access to small businesses, provide for increased competition for
State business, and allow for reverse auctions to facilitate efficient purchases for the State. Other funding increases result from the
transfer of the State Fair to the DMB from the Department of Agriculture ($5,486,100) and the restoration of lease payments for
Cadillac Place ($10.7 million) due to the restructuring of payments to reduce costs in FY 2003-04 and FY 2004-05.

Proposed boilerplate language would require the DMB to reduce statewide contractual General Fund expenditures by $30.0 million.
The language authorizes the State Budget Director to take any actions necessary to record expenditure reductions properly as part
of the financial transactions for FY 2005-06. The new E-procurement system is an integral part of the Department’s plan to achieve
required savings. The budget also includes $500,000 in pension funds to provide for disaster planning back-up continuity for the
Retirement Systems.

The budget provides for reductions to various programs, including: mail delivery, savings related to the purchase of Constitutional
Hall, and savings resulting from in-sourcing security staff.

Military and Veterans Affairs: The recommendation proposes the closure of six National Guard Armories, the continuance of full
funding for grants to Veterans Service Organizations at $3.9 million GF/GP, and full funding of $4.0 million for the Challenge Program
for at-risk youth. The budget includes additional GF/GP for the rising costs of military retirements, additional U.S. Department of
Defense funds in support of the State’s role in maintaining military training sites and support facilities, and new Federal Homeland
Security grants.

Natural Resources: The recommendation represents a 2.6% increase in Adjusted Gross appropriations and an 8.1% decrease in
GF/GP appropriations. The GF/GP decrease is largely attributable to a proposed $1.6 million reduction in GF/GP support for law
enforcement activities. Of this reduction, $0.6 million would be replaced with State restricted funds. The recommendation would
achieve the $1.0 million net reduction to the program by revising the responsibilities of conservation officers. While the officers have
general law enforcement authority similar to that of State Police troopers, the officers would focus almost exclusively on enforcement
of game and wildlife laws and would address law violations in other areas only in severely limited circumstances. This
recommendation would be implemented beginning in FY 2004-05 to generate GF/GP savings immediately.

School Aid: The recommendation increases Gross appropriations by $281.8 million or 2.2% compared with enacted FY 2004-05
appropriations. Each school district would see an increase of $175 per pupil in FY 2005-06 (a 2.6% increase in the basic foundation
allowance). In addition, each district would receive $50 per high school pupil (defined as grades 9-12). At-Risk funding would
increase by $33.0 million, or more than 10.0%. Intermediate School District (ISD) operational funding would increase by 2.6%, or
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more than $2.0 million. Other State funding increases include Special Education ($55.2 million), Center for Educational Performance
and Information (CEPI) ($2.7 million), Michigan Virtual High School ($1.0 million), and various obligation payments totaling
$50.8 million. The Freedom to Learn (6" grade laptops) program is eliminated in the Governor's recommended budget.

While the Governor proposes to reduce the GF/GP grant to the K-12 budget by $244.5 million from the year-to-date FY 2004-05
level, School Aid Fund revenue would increase by $443.3 million (which includes $47.9 million from tax policy changes). In addition,
the Governor proposes to reform the School Bond Loan Fund program into a revolving fund; capitalizing the proceeds yields more
than $40.0 million in both FYs 2004-05 and 2005-06. Total Federal funds also increase by $20.5 million.

Pursuant to recommendations in the Lieutenant Governor's Commission on Higher Education and Economic Growth report, the
following changes are included in the Governor’s proposed School Aid Act: 1) an incentive program is established, beginning in
FY 2006-07, to place emphasis on graduating pupils using a rigorous curriculum; 2) CEPI is provided additional funding to establish
a database for lifelong tracking of students, from preschool through college; and 3) the Michigan Virtual High School is charged with
developing and making available online the Michigan Scholar Curriculum, a rigorous curriculum detailing required credits and
courses.

The recommended budget includes three other items of note: the retirement rate is increased from 14.87% to 16.34% in FY 2005-
06; a planning grant is established for ISDs to determine best practices to perform district administrative functions efficiently; and
Section 166, which imposes a 5.0% financial penalty on districts that dispense prescriptions for family planning drugs or make
referrals for abortions, is repealed.

State: The major adjustment to the budget is a funding shift that also is included in the Governor's FY 2004-05 proposed
supplemental appropriation bill. The recommendation would increase Transportation Administration Collection Fund (TACF) revenue
by diverting funding currently deposited in the Michigan Transportation Fund (MTF) from vehicle registration transfers and expedient
titte fees. The additional revenue to the TACF would amount to approximately $10.0 million, which would offset a $10.0 million
GF/GP reduction for the Department of State. The proposal would require amendments to the Michigan Vehicle Code.

State Police: The recommendation includes the closure of three police posts, the absence of a trooper replacement school, and the
continuation of considerable Federal support for Homeland Security, including new funds for motor carrier enforcement at border
crossings. Other changes consist mostly of budgetary savings, consolidations, and fund shifts to reduce overall GF/GP expenditure,
including a plan to require school districts to pay for State safety inspections of school buses (until now a cost assumed by State
GF/GP), and a plan to charge nonprofits for name criminal history checks for the first time.

Transportation: The recommendation represents a 4.2% increase in Adjusted Gross appropriations. The budget includes a

proposal to shift $10.9 million in Michigan Transportation Fund revenue to the Transportation Administration Collection Fund to
support the operations of the Secretary of State. This diversion will reduce the amount of MTF revenue earmarked to the
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Comprehensive Transportation Fund ($1.1 million), the State Trunkline Fund ($3.8 million), county road commissions ($3.8 million),
and cities and villages ($2.2 million). The budget also reflects the second year of the two-year phase of the “bridge penny split”
legislation. This will increase State funding for local bridges by $12.7 million and reduce funding for State bridges by the same
amount. Also, the budget reflects funding increases for scheduled debt service, totaling $73.0 million Gross, Federal revenue to
State and local road agencies of $10.7 million Gross, and State revenue to local road agencies (county road commissions and cities
and villages) of $17.1 million Gross.

The budget recommendation includes a proposal to continue the diversion of approximately $11.2 million of sales tax revenue from
the Comprehensive Transportation Fund (CTF) to the General Fund. Public Act 139 of 2003 reduced the amount of motor vehicle-
related sales tax revenue deposited in the CTF. This reduction is scheduled to expire at the end of FY 2004-05. The Governor’s
budget proposal would continue this redirection in FY 2005-06. However, the Governor’s budget does not include the one-time
$10.0 million redirection of CTF revenue to the General Fund included in FY 2004-05. As a result, CTF appropriations are increased
by $13.0 million. Of the total increase, $12.4 million is associated with increases for new bus purchases and bus operating grants.

Treasury - Debt Service: The recommendation includes adjustments based on existing debt service requirements and the
anticipated sale of $50.0 million in Clean Michigan Initiative Bonds.

Treasury - Operations: The recommendation includes new boilerplate language providing incentives for increased revenue
collections obtained through personal property tax audits. An additional $500,000 is included to increase investment returns by
actively managing State investments. The Governor also is recommending $500,000 for an Escheats Enforcement Audit Program.
The Governor estimates that this program would generate an additional $10.0 million in escheats revenue for the State. Funding
related to statutory programs is adjusted based on requirements and revenue estimates. The budget includes various reductions to
meet spending targets.

Treasury - Revenue Sharing: The recommendation essentially freezes revenue sharing payments to each city, village, and
township (CVT) at the FY 2004-05 level. The freeze would result in an estimated 934 CVTs (approximately 52% of all cities, villages,
and townships), not receiving any payments in FY 2005-06 under statutory revenue sharing provisions, although these local units
would continue to receive constitutional revenue sharing payments. Statutory revenue sharing payments would not be made to
these local units because 536 are not expected to receive a statutory payment in FY 2004-05 and another 398 CVTs are expected to
receive so little in statutory funds in FY 2004-05 that eliminating the statutory payment would be insufficient to offset the growth the
CVT would receive in constitutional payments. Under the recommendation, given current revenue estimates, the City of Detroit
would be expected to receive approximately 52.0% of the statutory appropriation for revenue sharing. Enacting the freeze would
require additional legislation to alter the current distribution formula. The recommendation also includes $212,000 of GF/GP revenue
to hold units under the control of a State-appointed financial manager (Highland Park), harmless from revenue sharing reductions
enacted in Executive Order 2003-23.
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Payments to Local Units of Government

The Governor’s FY 2005-06 budget recommendation includes $15.8 billion of estimated payments to local units of government. This
exceeds the required level of payments to local units of government pursuant to Article IX, Section 30 of the State Constitution of
1963 by $2.4 billion. Table 17 provides a summary of this estimate.

Table 17
State Payments to Local Units of Government
Article 1X, Section 30 Requirement
(Millions of Dollars)
FY 2005-06
Estimate

State Spending from State ReSOUICeS.........coooeeevviviiiiiiiiiiii e, $25,211.7"
Required Payments to Local Units of Government (48.97%)................ 13,325.6
Actual or Estimated Payments to LOCalS .............ueeiiiieiiiiiiiiiiiiieeeee, 15,755.4
Actual Percentage of Total State Spending ..........cccccvvvviviiiiiiiiiiiinnnn. 57.90%
Surplus of Section 30 Payments...........cccooiiiiiiiiiiiiiiiee 2,429.8
Y Does not include $35.0 million of Federal aid counted as GF/GP revenue.

State Employment

Table 18 and Figure E provide a comparison of classified and full-time equated (FTE) positions recommended by the Governor for
FY 2005-06 with the appropriated level of FTEs during FY 2004-05. The Governor's FY 2005-06 budget recommendation includes
funding for 56,282.4 FTEs. This represents a decline of 732.4 FTEs or 1.3% from the current fiscal year.
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Table 18

Full-Time Equated Positions
FY 2004-05 Versus Governor's Recommendation

FY 2004-05 FY 2005-06
Year-to-Date Governor’s
Department/Budget Area Appropriations Recommendation Position Change Percent Change
AGIICUIUIE ... 743.0 694.0 (49.0) (6.6)%
Attorney General .........ooovuuviiiiiiiiiiiiieeee e 558.0 560.0 2.0 0.4
CiVIl RIGNES et 136.0 136.0 0.0 0.0
CiVIl SEIVICE ...eeiiiii i 240.5 240.5 0.0 0.0
Community Health .........ccooeeiiiii e 5,112.6 4,693.1 (419.5) (8.2)
(©0] 4 {=Tox 1o 3 =R 17,753.8 17,529.2 (224.6) (1.3)
EdUCALION......ceiiiiiii 413.0 425.0 12.0 2.9
Environmental Quality .........cccoccvvvee i, 1,564.2 1,562.2 (2.0) (0.1)
EXECULIVE oo 74.2 74.2 0.0 0.0
Family Independence AgENCY .........coocuvveeeeeeeeiicinnnenn. 10,302.0 10,280.0 (22.0) (0.2)
History, Arts, and Libraries .........ccccccovviiiiiiieenniiiie, 232.0 232.0 0.0 0.0
Information Technology .........ccceeeieiiiiiiiiiiiiee e, 1,756.4 1,760.4 4.0 0.2
JUAICIANY . .eee et 582.5 582.5 0.0 0.0
Labor and Economic Growth............cccoveeevieiiiiiiineenen. 4,256.5 4,266.5 10.0 0.2
Management and Budget (Operations).............ccuue.e.. 725.0 745.0 20.0 2.8
Military AffairS ......cccvvieiee e 1,016.0 1,016.0 0.0 0.0
Natural RESOUICES .....c.ciiuiiiieiiiiie et 2,064.5 2,068.2 3.7 0.2
STALE it 1,851.8 1,851.8 0.0 0.0
State POlCE ..vvvvvee i 2,948.0 2,897.0 (51.0) a.7)
TranSPOrtAtioN .......oevveeeieririieeeee e e e siirrre e e e e s e senrreeeeeeeeas 3,031.3 3,030.3 (1.0) (0.0)
Treasury (Operations) ......c..eeeveeevviciieinereeesssniieeeeeeeens 1,653.5 1,638.5 (15.0) (0.9
Total POSITIONS ..ucvviieiiiciiiiiicc e 57,014.8 56,282.4 (732.4) (1.3)%
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FY 2005-06 Governor's Recommendation
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Projected Year-End Balances

Combining the Governor's FY 2005-06 appropriation recommendations with the consensus revenue estimate and recommended
revenue policy changes leads to updated estimates of the FY 2005-06 GF/GP and School Aid Fund year-end balances. Assuming
that all of the Governor's revenue and appropriation recommendations are enacted, the FY 2005-06 GF/GP budget will close the
fiscal year with a $3.7 million year-end balance. The FY 2005-06 School Aid Fund budget will close the fiscal year with a zero year-
end balance. Tables 19 and 20 provide a summary of these estimates.

Table 19
FY 2005-06 Budget
General Fund/General Purpose
Revenue, Expenditure, and Year-End Balance
(Millions of Dollars)

Revenue:
Beginning BalanCe .........ccvuiiiiiiiiiee e $0.0
Other Revenue Adjustments:

Consensus Revenue ESHMALE ..........uuuvviiiiiiiiiiiiiiiiiiiiiiiiiiiieieieiieeineeeeees 8,156.2

Revenue Sharing FIrEEZE .........ccovviiiiiiiii e 396.1

County Revenue Sharing SUSPENSION ..........uuuiiiieieiiieiiiiiee e 182.3

Cap Interfund Borrowing Rates ...........coovveiiiiiiiiiieeieeeee e 20.0

Nonuse of SBT Pharmaceutical Credit...........cccceviiiiiiiii, 10.0

= T T IS Y= 1= 10.0

ESCheatsS REVENUE ......cooiiiiii e 10.0
SUDLOtAl REVENUE ... 8,784.6
Governor's Recommended Revenue Adjustments:

Tax Policy Changes .........oooeuiiiiiiie e 64.0

Agriculture Equine Industry Development Fund Transfer ..................... 6.1

Comprehensive Transportation Fund Transfer.........cccccceeeevveeiiieeiinnnnen. 11.1

Liquor License FEe INCIreaSse ........ooevuuuuiiiiie e 13.0
Subtotal Governor's Recommended Revenue Adjustments....................... 94.2
Total EStIMated REVENUE. ... et $8,878.8
Expenditure:
Governor’'s Appropriation Recommendations..........cccceevveevviveeiiiiiieiieeeeee, $8,875.1
Projected Year-End BalanCe ............cccovvvuiiiiiiiiiiiiiice e $3.7
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Table 20
FY 2005-06 Budget
School Aid Fund
Revenue, Expenditure, and Year-End Balance
(Millions of Dollars)

Revenue:
Beginning BalanCe ...........cccuviiiiiiiiii e $23.7
Consensus RevenuUe ESHMALe ......ccoooeeiiiiiiieiece e 11,300.9
Other Revenue Adjustments:
Payments in LieU Of TAXES ....ccouuuuiiiieeeieeeeiiee e (2.0)
(€1 (] 1 - o | 20.2
Governor's Recommended Tax Policy Changes........cccooeevvvvvvviinnnnnnn. 47.9
School Bond Loan Fund Reform Proposal ............ccceeviieiiiiiiiiiiciineee, 445
Federal REVENUE .........oiiii e 1374.1
Subtotal Other Revenue AdjUSIMENLS ........coovveeiiiiiiiiice e 1,484.7
Total EStimated REVENUE...........cciuiieiiiie e $12,809.3
Expenditure:
Governor’'s Appropriation Recommendation............ccccovveeeiiiiiiiiiiiiiieeeeeeeens $12,809.3
Projected Year-End BalanCe ........ccooooiiiiiiiiiiiiieeecieeeee e $0.0

ECONOMIC AND REVENUE FORECAST

Economic Forecast

The Governor’s proposed budget for FY 2005-06 is based on the economic forecast adopted at the January 14, 2005, Consensus
Revenue Estimating Conference. The general theme of this economic forecast is that the renewed economic growth that the U.S.
economy already is experiencing will finally spread to Michigan in 2005 and 2006. Nationally, the economy began to pull out of the
protracted economic slowdown in 2003 and then continued to grow in 2004, but Michigan’s economy remained sluggish at best. As
the national economy continues to grow and expand, however, it is projected that Michigan’s economy finally will experience
renewed growth in the next two years due to the fact that the key driving force behind Michigan’s economy is the national economy.
Key components of this consensus economic forecast are presented in Table 21, and the forecast highlights for both the U.S. and
Michigan economies are summarized below.
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U.S. Economy. The national economy began to exhibit renewed growth during the second half of 2003 and this continued through
2004. During this time, the stock market rebounded, consumer confidence improved to historically high levels, employment
increased every month since September 2003, initial unemployment claims edged downward, manufacturing activity increased, and
business profits improved. Economic activity is expected to continue to improve in 2005 and 2006.

Real Gross Domestic Product (GDP) increased 4.4% in 2004, which was the third strongest annual rate of economic growth in the
past 20 years. Real GDP will continue to grow at an estimated rate of 3.2% in both 2005 and 2006.

Inflation, as measured by the U.S. Consumer Price Index (CPl), is expected to stay at relatively low levels and under control through
2006. While the rate of inflation increased from 2.3% in 2003 to 2.7% in 2004, largely due to the spike in oil prices, the rate of
inflation is expected to moderate slightly over the next two years to rates of 2.6% in 2005 and 2.5% in 2006.

Employment will continue to improve, but the growing economy also will attract new entrants to the labor force, so the unemployment
rate is not expected to show much improvement over the next two years. The jobless rate will average an estimated 5.4% in 2005,
which would be down only slightly from 5.5% in 2004, and then edge back up to an estimated 5.5% in 2006.

Light vehicle sales will total an estimated 16.8 million units in 2005, after totaling 16.7 million units in 2004. In 2006, light vehicle
sales are expected to remain at a relatively strong level of 16.8 million units.

Michigan Economy. While the recession ended nationally in November 2001, as established by the National Bureau of Economic
Research, Michigan’s economy still has not made a clear and distinct break from the prolonged weakness in economic activity.
While there have been some encouraging improvements in key economic indicators nationally, Michigan economic performance has
not produced much good news. Key to Michigan’s ongoing sluggish economy is the lack of any growth in employment. This
weakness in the labor market can be traced to the manufacturing sector. The manufacturing industries are in a very fierce battle to
stay competitive in the global marketplace. Businesses in Michigan, and elsewhere, have invested in new equipment in an effort to
become more efficient and more competitive, which has dramatically increased productivity over the past few years. While
productivity improvements are desirable and needed for a growing economy in the long run, in the short run, productivity gains can
lead to lost jobs and this is Michigan’s current dilemma. Nevertheless, given that 1) the national economy experienced strong growth
in 2004, 2) the pace of economic growth nationally is expected to remain strong in 2005 and 2006, and 3) the pace of productivity is
expected to slow and in fact, already began to slow down in the last part of 2004, it is estimated that Michigan’s economy will finally
turn the corner to renewed economic growth in 2005 and then experience even stronger growth in 2006.

Wage and salary employment is expected to increase 0.3% to 4.38 million workers in 2005, after declining 1.1% in 2004. In 2006,
the rate of employment growth is expected to accelerate to 1.0% to a level of 4.42 million workers. While declining employment
levels have been the key to Michigan’s economic weakness during the past four years, increasing employment levels will be the key
to renewed economic growth in 2005 and 2006.
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The unemployment rate will edge up to 6.9% in 2005, from 6.7% in 2004, and then edge down to an estimated 6.8% in 2006.

Personal income, which provides the broadest measure of overall economic activity in Michigan, will increase an estimated 4.5% to
$337.5 billion in 2005, after increasing only 2.7% in 2004. In 2006, the rate of increase will accelerate to an estimated 5.6%, which
will push personal income up to $356.4 billion. Personal income measures the total income received by individuals from all sources,
including wages and salaries, interest, dividends, proprietors’ income, and transfer payments.

Table 21
Consensus Economic Forecast: 2005 and 2006
January 13, 2005
% Change Calendar % Change Calendar % Change
Calendar From 2005 From 2006 From
2004 Prior Year Forecast Prior Year Forecast Prior Year

United States:
Real Gross Domestic Product
(billions of chained 1996 dollars) $10,838 4.4% $11,185 3.2% $11,540 3.2%
Consumer Price Index (1982-84=100) 189.0 2.7 193.9 2.6 198.6 2.4
3-Month Treasury Bills (Interest Rate, %) 1.4 2.4 3.6
Unemployment Rate (Civilian - %) 55 - 5.4 55
Light Vehicle Sales (millions of units) 16.7 0.5 16.8 0.6 16.8 0.6
Michigan:
Wage and Salary Employment (thousands) 4,363 (1.2) 4,376 0.3 4,420 1.0
Unemployment Rate (Civilian - %) 6.7 - 6.9 6.8
Personal Income (billions of dollars) $322.9 2.7 $337.5 4.5 $356.4 5.6
Real Personal Income (billions of 1982-84 $s) $173.8 0.9 $177.3 2.0 $183.2 3.3
Detroit Consumer Price Index (1982-84=100) 185.8 1.8 190.3 2.4 194.5 2.2

Revenue Estimates

Based on the economic forecast summarized above, it is estimated that revenue totaling $40.7 billion will be available in FY 2005-06
to support Governor Granholm’s proposed budget. This represents a 3.4% increase from the revised revenue estimate for
FY 2004-05. This total State government revenue includes revenue from taxes, fees, interest, licenses and permits, penalties, fines,
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Federal aid, carryover balances, and the Governor's proposed tax policy changes. Table 22 presents the overall State budget
revenue estimates for FY 2004-05 and FY 2005-06, broken down by major fund.

Table 22

Governor’s Projected Total State Revenue: FY 2004-05 and FY 2005-06
(Millions of Dollars)

% Change % Change
FY 2003-04 FY 2004-05 FY 2005/ FY 2005-06 FY 2006/
Fund Final Estimate FY 2004 Estimate FY 2005
General Fund/General Purpose:
Beginning Balance $ 174.0 $ 00 (100.0)% $ 00
Revenue From Ongoing Sources” 8,042.0 7,869.8 (2.2) 8,156.2 3.6%
Proposed Tax/Revenue Changes 0.0 7.5 ---- 104.2 1,289.3
One-Time Revenue Adjustments & Other 480.8 640.0 33.1 618.4 (3.4)
Total GF/GP Revenue $8,696.8 $8,517.3 (2.1) $8,878.8 4.2
School Aid Fund:
Beginning Balance 113.7 74.1 (34.8) 23.7 (68.0)
Ongoing Earmarked Tax & Lottery Revenue” 10,615.4 10,878.9 25 11,300.9 3.9
Proposed Tax/Revenue Changes 0.0 41.1 92.4 124.8
Other Revenue (GF Grant, Fed. aid, etc.) 1,645.6 1,616.2 (1.8) 1,392.3 (13.9)
Total SAF Revenue $12,374.7 $12,610.3 1.9 12,809.3 1.6
Other Funds:
General Fund/Special Purpose: 13,636.8 13,873.3 1.7 13,932.5 0.4
Transportation Funds 4,270.0 4,411.2 3.3 4,766.9 8.1
Other Special Revenue Funds:
Beginning Balances 105.1 181.9 73.1 108.2 (40.5)
Revenue Current Period 941.3 791.5 (15.9) 977.4 23.5
Subtotal Other Special Revenue Funds 1,046.4 973.4 (7.0) 1,085.6 115
Other Revenue 159.9 229.3 43.4 232.5 14
Total Other Funds W/ Beginning Balance 19,113.1 19,487.2 2.0 20,017.5 2.7
Gross Revenue $40,184.6 $40,614.8 1.1% $41,705.6 2.7%
Less Interfund Transfers (1,706.7) (1,276.2) (25.2) (1,043.1) (18.3)
Net Total Revenue $38,477.9 $39,338.6 2.2% $40,662.5 3.4%

1) Estimates adopted at the January 13, 2005, Consensus Revenue Estimating Conference.

Source: Governor’'s Executive Budget for FY 2005-06, Appendix E, and Senate Fiscal Agency.
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General Fund/General Purpose and School Aid Fund

Two of the major funds in the overall State budget are the General Purpose portion of the General Fund (GF/GP) and the School Aid
Fund (SAF). These two funds account for an estimated $21.7 billion, or 53%, of the total revenue estimated for FY 2005-06. A
breakdown of the GF/GP and SAF revenue estimates for FY 2004-05 and FY 2005-06 is presented in Tables 23 and 24. The
estimates for GF/GP and SAF revenue derived from ongoing revenue sources and enacted tax policy changes are the consensus
estimates adopted by the Granholm Administration, Senate Fiscal Agency, and House Fiscal Agency at the January 13, 2005,
Consensus Revenue Estimating Conference. In addition to the consensus estimates, the total GF/GP and SAF revenue estimates
include the Administration’s estimates of one-time revenue adjustments, grants and transfers, Federal aid, beginning carryover
balances, and the impact of the Administration’s proposed tax increases and revenue adjustments.

General Fund/General Purpose Revenue. As shown in Table 23, GF/GP revenue is expected to total $8.88 billion in FY 2005-06,
which represents a 4.2% increase from the FY 2004-05 revised estimates. The forecasted improved level of economic activity will
help boost the revenue from ongoing State taxes and nontax items by an estimated 3.6%, and the Governor's proposed tax
increases and other revenue adjustments will accelerate the overall GF/GP revenue growth to 4.2%. The proposed tax increases
are described below and will generate an estimated $64.0 million in additional GF/GP revenue. The other proposed revenue
changes will produce an additional $30.0 million in GF/GP revenue in FY 2005-06, including $10.0 million from a planned increased
effort to ensure that unclaimed property held by businesses is being turned over to the State in a timely manner; a $6.1 million
transfer from the Agriculture Equine Industry Development Fund (which equals the estimated amount this Fund will receive from the
casino gaming tax in FY 2005-06); $11.1 million in increased sales tax revenue from extending a reduction in the amount of sales tax
earmarked to the Comprehensive Transportation Fund that is currently in effect for FY 2004-05; and $13 million from a proposed
additional transfer from the Liquor Purchase Revolving Fund.

School Aid Fund. School Aid Fund revenue available for spending in FY 2005-06 will total an estimated $12.79 billion and this
estimate is summarized in Table 24. The SAF revenue estimate for FY 2005-06 includes ongoing earmarked tax and lottery revenue
totaling an estimated $11.3 billion, a grant from the GF/GP budget of $20.2 million, and Federal aid of $1.37 billion. In addition, the
Governor’s proposed tax increases will generate an estimated $47.9 million in new SAF revenue in FY 2005-06, as presented in
Table 20, and the Governor’s proposal to restructure the School Bond Loan Fund will generate an estimated $44.5 million in new
SAF revenue.

42



Table 23

General Fund/General Purpose Revenue Estimates
FY 2004-05 and FY 2005-06
(Millions of Dollars)

FY 2004-05 FY 2005-06 Percent Change

Beginning BalanCe ........cccocveeeiiiiie e $0.0 $0.0

Consensus Estimates for Ongoing Revenue Sources:”

Taxes
NEt INCOME TAX .eeviiiiiiiiiiiiiiiiiiieieeeeeee ettt 3,919.0 4,072.9 3.9%
SiNGle BUSINESS TaAX ..vviiiiiaiiiiiiiiiieeie e 1,855.7 1,905.2 2.7
SIS ..t 117.2 112.7 (3.8)
US ittt ettt et 912.8 950.3 4.1
ClIOArELE ...veeieeie e 122.8 233.6 90.2
Insurance Company Premiums .........cccccoovniiiineeneeeinninneen. 239.3 243.0 1.5
Telephone & Telegraph ..o 95.3 79.3 (16.8)
ESTALE ...ttt 39.0 10.0 (74.4)
CASINO ettt 42.9 42.9 0.0
All Other TAXES ..eeeiiieeiiiiiieiee et 169.0 163.5 (3.3

SUDLOtAl TAXES...iiiiiiiiiieeii e 7,513.0 7,813.4 4.0

NONLAX REVENUE .....eeiiiiiiiiiiiiieiie et 356.9 342.8 (4.0

Total GF/GP Consensus Revenue Estimates ..........cccccoe.... $7,869.9 $8,156.2 3.6%

Enacted Revenue Adjustmentsz) ............................................... 639.9 628.4 (1.8)

Proposed Tax INCIEASES™ ..o 5.0 64.0 1,180.0

Proposed Budget Adjustments‘” ................................................ 2.5 30.2

Total GF/GP Revenue with Beginning Balance.................... $8,517.3 $8,878.8 4.2%

1) Estimates adopted at the January 13, 2005, Consensus Revenue Estimating Conference.

2) Includes the following: FY 2004-05 - $511.1 million in increased sales tax revenue due to reduced revenue sharing
payments, $20.0 million from capping interfund borrowing rates, $10.0 million from an unused pharmaceutical credit,
$31.4 million from the sale of State property, and $67.5 million from other adjustments. FY 2005-06 - $578.4 million in
increased sales tax revenue due to reduced revenue sharing payments, $20.0 million from capping interfund borrowing
rates, $10.0 million from an unused pharmaceutical credit, and $10.0 million from the sale of State property.

3) Includes the following: FY 2004-05 - $5.0 million from changing how professional employer organizations are taxed.
FY 2005-06 - proposed tax increases presented in Table 25.

4) Includes the following: FY 2004-05 - $2.5 million from increased escheats enforcement. FY 2005-06 - $10.0 million from

increased escheats enforcement, $6.1 million transfer from Agriculture Equine Fund, $11.1 million in increased sales tax
revenue from the Comprehensive Transportation Fund, and $13.0 million transfer from the Liquor Purchase Revolving
Fund.
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Table 24

School Aid Fund Revenue Estimates
FY 2004-05 and FY 2005-06
(Millions of Dollars)

FY 2004-05 FY 2005-06 Percent Change
Beginning BalanCe ........cccovvviiiiiiiii e $74.1 $23.7 (68.0)%
Consensus Estimates for Earmarked Tax & Lottery Revenue:V
SAlES TAX & USE TAX..uuutiiiiiieaiiiiiiiiiie e e ettt e e e 5,344.3 5,584.0 4.5
INCOME TAX . ettttutiututuuttuieieieietetetetesebebebetebesetebsssbsbessbssssesesssssnesnennnes 1,956.9 2,036.9 4.1
State Education Property TaX ........ceeeeeeeiiiiiieeeeeeieniiieeeeee e e 1,846.0 1,943.9 5.3
Real Estate Transfer TaX. ... 310.0 312.0 0.6
TODACCO TAXES ..eeeiiiieeiiiitiieie ettt e e 479.9 474.4 (1.2)
CasiNO GaMING TAX...ueiiiiiiiiiiiiiiee et 98.0 100.0 2.0
Other TaX REVENUE .......ueiiiiiiiiiiiieie et 193.8 193.8 0.0
Y0 o] (0] r= U I VL SRR 10,228.9 10,645.0 4.1
o)1 (=1 o RSP R 649.9 655.9 0.9
Subtotal Earmarked Tax and Lottery Consensus Estimate $10,878.8 $11,300.9 3.9%
(1o ] 1 - o | RS PRR 264.7 20.2 (92.4)
Federal Aid and Other .............ooiiiiiii e 1,351.5 1,372.1 15
Proposed Tax INCFEASES?) ..o 0.0 47.9
Proposed Revenue Changesg) ..................................................... 41.1 44.5 8.3
Total SAF Revenue with Beginning Balance...........ccccccceeee... $12,536.1 $12,785.6 2.0%
1) Estimates adopted at the January 13, 2005, Consensus Revenue Estimating Conference.
2) Proposed tax increases described in Table 25.
3) Includes the following: $41.1 million in FY 2004-05 and $44.5 million in FY 2005-06 from restructured School Bond Loan

Fund to cover bond debt service costs.

Proposed Tax Increases

The Governor’'s budget proposes to eliminate or reduce certain tax provisions that currently offer special tax reductions for certain
taxpayers. Eliminating these provisions will result in additional tax revenue in FY 2005-06. These proposed tax increases would
have an impact on the oil and gas severance, sales, use, income, and property taxes. In total, these proposed tax increases would
generate an estimated $112.5 million. Of this amount, an estimated $64.0 million would go into the GF/GP budget, $47.9 million
would go to the SAF, and about $0.6 million would increase revenue sharing payments. These proposed tax increases are
summarized below, and their estimated fiscal impacts are presented in Table 25.
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Table 25

Governor’s Proposed Tax Increases: FY 2005-06
(Dollars in Millions)

State Government Fiscal Impact

School Aid
Proposed Tax Increase GF/GP Fund Other Total
Oil and Gas Severance Tax
Tax marginal wells at the same rate as all other wells.......... . $2.2 $0.0 $0.0 $2.2
Sales and Use Taxes
Eliminate special use tax exemptions for all international
and certain interstate calls ..............ccooiiiiiii s 14.6 7.3 0.0 21.9
Replace current total exemption for interstate trucks with a
partial eXemption ..........cceeiiieeiiii e 5.6 10.8 0.6 17.0
Eliminate sales and use tax exemptions for motion pictures
purchased or leased by theaters..........ccccccovvviiiiiiiinnn. 10.7 9.3 0.0 20.0
Tax all food and beverages sold through vending machines
and mobile vendors..........ooooiiii 6.7 185 0.0 25.2
Repeal sales tax exemption for items purchased by inmates
frOmM PriSON STOTES ... 0.2 0.5 0.0 0.7
Income Tax
Eliminate deduction for certain indirect costs incurred by oil
aNd gas PrOAUCEIS .....uuieeeeieeeiiiee e 4.0 1.0 0.0 5.0
State Utility Property Tax
Repeal railroad company credits against the State utility
PIOPEIY TAX....veveeeeeieeeeteeteeteeeee e ete e ete st ee e ese e eeenns 20.0 0.0 0.0 20.0
State Education and Property Taxes
Repeal exemptions for water softeners and water coolers® .. 0.0 0.5 0.0 0.5
Total Proposed Tax INCreases ..........cccoevvvvveeeiiieeeeeeeiiicee e $64.0 $47.9 $0.6 $112.5

Y Repealing these exemptions also would generate an estimated $0.7 million in local property taxes.
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Oil and Gas Severance Tax

Marginal Wells. The value of oil and natural gas extracted from wells is taxed at rates of 6.0% and 5.5%, respectively; however, oll
and natural gas extracted from so-called “marginal wells,” which generate only small amounts of oil and gas, are taxed at a rate of
4.0%. The Governor is proposing to eliminate this special tax rate and instead tax oil and gas from the marginal wells at the same
rates as all other wells are taxed. These proposed changes would generate an estimated $2.2 million, all of which would go to the
General Fund.

Sales and Use Taxes

Inmate Purchases. Items purchased by inmates from prison stores are not subject to the sales tax. The Governor’s proposal would
eliminate this exemption. This change would increase sales tax revenue by an estimated $0.7 million, of which $0.2 million would go
to the General Fund and $0.5 million would go to the SAF.

International Telecommunications. International telephone calls and certain interstate calls (including toll-free number, WATTS
services, and private lines) are exempt from the use tax, while all other long-distance calls are subject to the use tax. Under this
proposal, all of these calls would be subject to the use tax. This would generate an estimated $21.9 million, of which $14.6 million
would go to the General Fund and $7.3 million would go to the SAF.

Interstate Trucks and Trailers. Trucks, trailers, and parts purchased in Michigan are subject to the sales tax. However, these
vehicles are totally exempt from the sales tax if 10% or more of their travel will be outside of Michigan. The proposal would eliminate
this current total exemption, and replace it with a partial exemption equal to the percentage of the miles that will be traveled outside
of Michigan. This partial exemption would produce an estimated $17.0 million, which would be distributed as follows: $5.6 million to
GF/GP revenue, $10.8 million to the SAF, and $0.6 million to revenue sharing.

Motion Pictures. Motion pictures purchased or leased by movie theaters to show to the public are exempt from the sales and use
taxes. This proposal would eliminate these exemptions, which would generate an estimated $20.0 million. Of this amount,
$10.7 million would go to the General Fund and $9.3 million would go to the SAF.

Vending Machines. Food sold for immediate consumption, including food heated or chilled through vending machines, is subject to
the sales tax; however, milk, juice, nonalcoholic drinks, and other food sold through vending machines are exempt from the sales tax.
This proposal would eliminate these exemptions. The Governor’s budget estimates that this would generate $25.2 million, of which
the General Fund would receive $6.7 million and the SAF would receive $18.5 million.
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Income Tax

Oil and Gas Deduction. Oil and natural gas production is subject to the oil and gas severance tax and, as a result, the income
generated from oil and gas production is exempt from the income tax. Under current law, however, oil and gas producers still may
deduct certain indirect costs, such as depreciation expenses, from their adjusted gross income (AGI) even though the income from
oil and gas production is not included in the AGI. The Governor is proposing that this deduction for indirect costs be repealed. This
would increase income tax revenue by an estimated $5.0 million, which would provide $4.0 million to the General Fund and
$1.0 million to the SAF.

State Utility Property Tax

Railroad Companies. Railroad companies are essentially exempt from the State utility property tax due to tax credits granted for the
cost of maintaining and improving both rights-of-way and railroad cars. This proposal would eliminate these special tax credits and
generate $20.0 million, all of which would go to the General Fund.

State Education and General Property Taxes

Water Softeners. Water softener equipment leased to individuals and bottled water coolers leased to individuals and businesses are
exempt from the personal property tax. The Governor is proposing that these exemptions be repealed. This would increase State
education property tax revenue, all of which goes to the SAF, by an estimated $0.5 million. In addition, local property taxes would be
increased by an estimated $0.7 million.
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